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SALES TAXES AFFECTING MOTOR-VEHICLE 
OPERATION 


AN ANALYSIS OF GENERAL SALES TAX REVENUES RESULTING FROM 


MOTOR-VEHICLE OPERATION 


BY THE DIVISION OF CONTROL, PUBLIC ROADS ADMINISTRATION 


EVERAL KINDS of 
S' taxes are imposed on 

the ownership and op- 
eration of motor vehicles, 
the most productive being 
tuxes on motor fuel and 
the fees and licenses levied 
annually on motor ve- 
hicles. These taxes, com- 
monly known as highway- 
user taxes, have been 
imposed directly upon mo- 
tor-vehicle owners for 
many years. 

A special study of the 
extent of such taxes in 
1932, made by the Public 
Roads Administration,' in- 
dicated that more than 
one billion dollars was 
collected in that vear from 
State, county, and local 
highway-user fees and 
taxes, personal property 
taxes, Federal excise taxes, 
and public bridge and 
ferry tolls. 

Data collected annually 
by the Publie Roads 
Administration — indicate 
that the receipts from 
such taxes have increased 
so that the State motor- 
Vehicle and motor-fuel 


Reported by WILLIAM L. HAAS, Assistant Transportation Economist 








Motor. vehicle owners and operators contributed 
approximately $357,443,000 from 1932 to 1939 in the 
form of sales taxes affecting motor-vehicle operation. 
All but a very small part of this was directed to the 
general support of State governments and was not 
used for highway purposes. This amount was in 
addition to the regular highway-user tax contributions 
by motor-vehicle owners. 

Collections from the various types of sales or excise 
taxes levied by the several States were very small in 
1932, but increased rapidly in succeeding years. 
Although only 2 States levied sales taxes in 1932, 22 
States were levying such taxes in 1939. In addition 
Kentucky and Maryland levied excise taxes specifically 
on motor vehicles. 

Sales or excise taxes on new or used vehicles 
accounted for 64.5 percent of the total sales taxes levied 
on motor vehicles and allied automotive sales from 
1932 to 1939. The next largest item was accounted 
for by the operations of filling service stations, parking 
lots, and auto hotels, whose contribution was 17.7 
percent of the total. Garages and repair shops con- 
tributed 6.2 percent of the total while the sales of 
accessories, tires, batteries, and parts accounted for 
5.7 percent. 

Contributions of sales and excise taxes in 1938 
averaged $4.40 per vehicle in the 24 States in which 
such taxes were levied. In the same 24 States the 
average highway-user taxes per vehicle were $35.22. 

Sales taxes have not been initiated in recent years 
by any additional States but the increase in receipts 
from these taxes on motor-vehicle owners has been 
occasioned by the increase in motor-vehicle ownership, 
the increase in general price levels, ard improved 
economic conditions. 








amount constituted 17.2 
percent of the total of ap- 
proximately $2,077,836,- 
000 which was collected 
in general sales taxes, use 
or compensating taxes, 
and motor-vehicle excises 
in the States that levied 
such taxes during that 
period. The contribution 
by motor-vehicle owners, 
essentially all of which 
was directed to the general 
support of State govern- 
ments and was not as- 
signed for highway  pur- 
poses, was accounted for 
by: 

1. Taxes on sales of 
motor vehicles, amount- 
ing to $230,418,000 or 64.5 
ae 

Taxes on filling and 
service station sales 
amounting to $63,309,000 
or 17.7 percent. 

3. T axes on garage and 
repair shop sales, amount- 
ing to $22,311,000 or 6.2 
percent. 

4. Taxes on sales of 
accessories, tires, and bat- 
teries, amounting to $20,- 
360,000 or 5.7 percent. 


taxes alone yielded approximately $1,250,000,000 in | 5. Taxes on the sale operations of the automotive 


1939. At the time of the special study in 1932 the 
general sales tax was but little used in the United 
States and vielded only a small amount of revenue. 
The effect of such taxation on motor-vehicle operation 
in 1932 was too small to warrant its inclusion in the 
The study reported herein was, there- | 
fore, undertaken to supplement the special 1932 study 
of other taxes affecting motor-vehicle operation and 
the s ibsequent statistical summaries a 


special study. 


or 4.8 percent. 


percent. 


such other 


and petroleum industries, amounting to 


$17,276,000 


6. Taxes on the sale of other allied motor-vehicle 
goods and services, amounting to $3,769,000 or 1.1 


Only two States had imposed general sales taxes 
in 1932 and the revenue was relatively insignificant. 
In that year revenues from sales taxes on automotive 
goods were less than $200,000. By 1937, when 30 


taxes that have been made and reported each year since 
1932 

The general sales tax, ev idently a product of the de- 
pression, has grown rapidly in importance since 1932 
80 tha! its relation to motor-vehicle operation can no 
longer be ignored in any analysis of the total extent of 
taxes alfecting motor-vebicle ownership and operation. 

From 1932 through 1939, approximately $357 443,000 
Was contributed by motor-vehicle owners through 
sales taxes affecting motor-vehicle operation. This 
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M. Then te Bureau of Public Roads. Report was published as ‘‘The Taxation of | 
otor Vehicles in 1932,” G. P. St. Clair, October 1934. 


405208—41—__1 


States had adopted and 22 States still retained a sales 
tax, the automotive portion of collections exceeded 
$75,000,000. Although the automotive portion in 
1939 dropped slightly below $74,000,000, it 1s expected 
that with improved economic conditions and the 
probable adoption of sales taxes by additional States, 
the motor-vehicle portion will increase. 

STUDY MADE TO DETERMINE EXTENT OF TOTAL HIGHWAY- 

USER TAXATION 

While the concept of special taxes on the highway 
user to finance road improvements has generally been 
limited to such levies as registration fees and gasoline 
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taxes, the amount of sales taxes paid on account of 
highway use is an important related problem. Some 
consideration has been given to the amount of highway- 
user taxes used for other than highway purposes but 
little thought has been given to the amount of these 
other taxes specifically resulting from motor-vehicle 
operation, of which only a small portion finds its way 
to the support of highways. Since all levies to which 
the motor-vehicle operator is subject because of 
his use of the highways directly affect the amount he 
is willing or able to pay for such highway services, 
the extent of all taxes affecting his use of the highways 
must be given adequate consideration in any taxing 
program. 

Since the beginning of motor-vehicle transportation, 
almost every year has witnessed the imposition of a 
higher aggregate of specifie taxes on the highway 
user. While the extent of direct taxation in the form 
of gasoline taxes and registration fees is largely a matter 
of general information, the public is not generally 
aware of the contributions, particularly in recent years, 
by the highway user in the form of other indirect but 
inescapable charges.? Legislators—Federal, State, and 
local—seeking new sources of revenue for various 
purposes, and undoubtedly impressed by the apparently 
inexhaustible source of funds which the highway user 
appeared to provide, soon e¢xst covetous eves in 
that direction for additional funds. The multipli- 
city of taxes now levied on the highway user is such 
as to make it almost impossible to determine the full 
extent of his contribution toward the support of 
government in the form of taxes resulting from his 
ownership and use of a motor vehicle. 

The following summary of the principal taxes on 
motor-vehicle owners by the various governmental 
agencies outlines the types of taxes levied at the various 
levels of government. 

1. Federal. 

Excise taxes on gasoline, lubricating oil, auto- 
mobiles and motorcycles, trucks, tires and tubes, 
and parts and accessories. 

2. State. 

Special.—Taxes on gasoline and lubricating oil; 
registration, title and operators’ and chauf- 
feurs’ permit fees; gross receipts and ton- 
mile taxes; occupational and privilege taxes; 
road and bridge tolls. 

b. General.—Personal property and sales taxes. 

3. County. 

Special.—Taxes on gasoline; registration fees 
and wheel taxes; operators’ license fees; road 
and bridge tolls. 

b. General.—Personal property taxes. 

4. Municipal. 


Special._—Taxes on gasoline; registration fees 
and wheel taxes, operators’ license fees, op- 


erating and franchise taxes; road and bridge 
tolls and parking meter charges. 
b. General.—Personal property and sales taxes. 
5. Other units. 
a. Township, special road districts, ete-—P 
property and special franchise taxes. 
b. Special road and bridge authorities.—Tolls. 
These are by no means all of the taxes eventually 
paid by the motor user, but they illustrate the com- 


ersonal 


2 For recent trends in highway taxation, see Trends in Highway Financial Practices, 
a report of the Department of Highway Finance, Highway Research Board, Thomas 
H. MacDonald, chairman. Proceedings of the Nineteenth Annual Meeting, 1939, 
page 15. 
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plexity of the problem. Partial figures on the various 
kinds and amounts of motor-vehicle taxation prepared 
by various governmental agencies, industrial organi- 
zations, and other interested parties are available, but 
these have been confined largely to State and Federal 
taxes.° 

The report by the Public Roads Administration en- 
titled “The Taxation of Motor Vehicles in 1932,’’ pub- 
lished in 1934, is still the most comprehensive survey 
ever made of motor-vehicle taxation in the United 
States. However, that report purposely excluded in- 
direct charges such as real property taxes on automo- 
tive properties (factories, garages, truck and bus ter- 
minals, ete.), State chain store and retail sales taxes, 
and income and similar taxes which are not levied 
directly on the ownership and operation of the motor 
vehicle. 


SALES TAXATION AN IMPORTANT ELEMENT IN MANY 
STATE TAX SYSTEMS 


Renewed attention has been directed recently to the 
problem of determining the extent of taxation, other 
than the specific highway-user taxes, imposed on motor- 
vehicle owners. Inquiry into State and local taxation 
has been made by field representatives of the Public 
Roads Administration in connection with the highway 
planning surveys. Efforts were directed toward making 
a general survey of conditions in each State relative to 
real and personal property taxes, special assessments, 
sales, and other special taxes on motor-vehicle owner- 
ship or operation, as well as on allied properties and 
businesses directly associated with the motor vebicle or 
its operation. 

One of the primary facts disclosed by this investiga- 
tion in several States is that general sales taxation has 
become an important element in many State tax 
systems. In 7 of the 22 sales tax States the tax has 
increased in importance until in 1937 it was the largest 
single source of revenue, displacing the gasoline tax 
which held this distinetion for many years.4 Moreover, 
examination of the reported collections from this t, pe 
of tax indicated that motor-vehicle owners as a class 
contributed more than was ordinarily supposed. ‘The 
magnitude of these contributions and the disclosure 
that these data were readily available prompted a 
Nation-wide survey to determine the approximate 
amount of sales taxes paid by the motor-vehicle owner. 

The data were obtained by field representatives of 
the Public Roads Administration from the various 
State departments or sales tax department records, with 
the assistancé of the highway planning survey personne! 
in many States. 

Generally, sales tax data were available showin: the 
amounts paid by the principal tax-paying groups. 
Though variations existed between the States in the 
business classifications followed, major groups 
generally common to all States. In some instances It 
was necessary to use estimates provided by State 
officials or based on the previous or the following \ car's 
data. In the majority of cases, however, the ¢ ired 
information was available directly from the >tate 
records. 


vere 


The data reported here vary in some instances ‘rom 

| 
published figures, but these variations are the re= lt of 
} A special report, Local Imposts on Motor Vehicles in Missouri, by Jo! Long 
and Bailey H. Mayes appeared in PUBLIC ROADS, May 1940, page 4° =a 
4 Ohio, Illinois, Michigan, Iowa, Missouri, North Dakota, and Cal by OF 


Tax Systems, Eighth Ed., 7 


‘ax Research Foundation, pp. 325-348. 
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necessary adjustments to allow for refunds, errors, and 
similar items. The amounts include penalties and 
interest, registration and permit fees, and merchants’ 
or retailers’ commissions. In some cases it has bee n 
necessary to present gross figures, but generally net 
figures are presented and all data are reconcilable to 
official published releases. 

Although an attempt was made to obtain the sales 
taux data for the same fiscal period in each State, it was 
impossible to do so. Consequently, the data are pre- 
sented for the fiseal period used in each State. The 
fiscal period applying to the data in the respective 
States is indicated in table 1. The period of this study 
extends from the year 1932, when the first retail sales 
tax was enacted, through the fiseal years ending during 


TaBLe 1. Total collections from State general sales 


Collections for fiscal] \ 


Geographic division and 


the 
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For convenience of analysis 


and comparison, the States have been grouped according 


‘ensus. 


to the geographic divisions followed by the United 
States Bureau of the ¢ 


The sales tax employed by most States is a flat or ad 
valorem levy made upon the sale 


derived 
services. 
manufacturers, 
occupations, 0 


from 


the 


producers, 
r professions. 


publie 


4” gross proceeds 
sale of commodities, 
It may be imposed upon retailers, wholesalers, 
utilities, 
[t may be imposed upon 


properties, or 


trades, 


the sales of a outiuhe: commodity or it may be re- 
stricted to sales of tangible personal property at retail 


for use or consumption. 


In any event the sales tax is 


usually paid by the ultimate consumer to the retailer 


or vendor, 


tares, 


ear ending in 


use tares and motor-vehicle excise fares, 


who pays the money to the State. 


Data for fiscal 


State year ending— 
1432 1933 1934 193 1Y3¢ 1937 1938 139 1 il 
Middle Atlantic £1 000 £1,000 £1,000 £7 000 7 000 £7 000 £7,000 Sy te #1 000 
New York 23, 156 7, 623 2] 2 26 15 30,835 June 30 
New Jersey 6, 937 157 Sl] 7,175 | June 30 
Pennsylvania 9, 122 ‘442 4 240 165 461 20 i 1,954 | May 31 
Subtotal 9, 122 23, 598 7, 863 7, 017 244 lif } 47, 964 
East North Central 
Ohio #8, 105 57, 979 52, 015 10, 969 17, 911 246,979 December 31 
Illinois 36, 633 34, 034 53, 912 71, 823 83, 28] 79, 19 87, 137 $51,013 | December 31 
Michigan 34, 872 38, TUS 16), 596 ov 1, 70 1, 278,784 June 30 
Subtotal 36, 633 73, 906 140, 815 176, 348 190, 605 171, 868 sé 1 36, 776 
West North Central 
lowa 14 11, 288 13, 442 15, O41 15, 693 810 ri Is | June 30 
Missouri 4, 257 6, 602 11, 60S 17, 202 20, 924 22, SHS 83,461 | December 31 
North Dakota 1, 966 2,742 2 See 2, S06 » WOE 13, 30 December 31 
South Dakota 2, 458 3, O76 4, 033 4,211 13,778 | June 30 
Kansas * 11, 204 4, 804 21,008 | June 30 
Subtotal 4, 301 19, S56 30, 250 ts, 20) 54, 660 ys 202, S70 
South Atlantic 
Maryland 1, 955 $, 135 710 438 lf 6,754 | September 30 
West Virginia 1, 769 7,012 8, 341 4, 447 1, 020 8, 590 44,179 | June 30 
North Carolina 6, O12 7, 658 10, 184 11, 328 11, 013 10, 99S 7,193 | June 30 
Subtotal 7,781 16, 625 21, 660 21, 48: 20, 471 20, 104 Os, 12¢ 
East South Central 
Kentucky ¥, 347 7, 220 1, 380 1, 121 955 220,023 | June 30 
Alabama 2, 908 544 5, 882 14,329 September 30 
Mississippi 1,371 2, 506 3, 649 3, 955 5, 305 6, 123 874 6, 515 85,298 December 31 
ibtotal 1, 371 2, 5Q6 3, 649 13, 302 12, 525 10, 406 12, 439 13, 352 69, 650 
West South Central 
Arkansas 3, 269 4, 309 4,6 032 17,265 | June 30 
Louisiana 507 3, 539 4,42s 6, 219 14,783 December 31 
Oklahoma 3, 825 4, 768 5, 835 11, 501 12, 650 11, 784 50, 363 | June 30 
ibtotal 3, 825 4, 768 9, 701 19, 349 21, 733 3, 03 82, 41 
Mountain 
Idaho 1, 525 1,852 3,377. December 31_. 
Wyoming 1, 484 1,776 1,944 1, 809 7. 013 A pril 30 
Colorado 4,411 6, 603 8, 119 8.414 9, 231 36,778 December 31 
New Mexic 0 1,112 2, 131 2, 617 3, 649 3, 404 3,813 16,726 | December 31 
Ari 4 1, 130 1, 687 2, 929 3, 703 3, 898 3, 569 16,916 June 30 
Uta 14 1,731 2, 496 2, 967 3, 412 3, 465 3, 636 17,721 | June 30 
Subtotal 14 3, 973 12, 250 18, 452 20, 659 21, 125 22, 058 98, 531 
Pacific ; 
Washington 9, 654 12, 278 12, 703 11,772 16,407 | April 30 
California 46, 586 60, 615 73, 286 S88, 411 86, 732 89, 471 445,101 | June 30 
Su ital 46, 586 60, 615 82,440 100, 689 09, 435 101, 243 $91, 508 
tal__. 1, 371 48, 275 167, 619 276, 094 358, 943 401, 642 401, 947 421, 945 2, O77, 836 
'Statvs that have repealed sales tax or permitted law to expire. Louisiana subsequently repealed sales tax effective December 31, 1940 
? Delinquent assessments; law expired June 30, 1934. 
, Deli juent assessments; law repealed October 25, 1935. 
‘ Del juent assessments, penalties and interest; law expired February 28, 1933 
, Am it estimated; largely permit fees. 
Inclu ies highway privilege taxes. 


Inclu jes original license fees for calendar year. 
Data for 13 months; law effective June 1, 1937. 
yjlnelu es excise tax on motor vehicles. 


"Includes tax on certification of title for motor vehicles. 
"Incl ies highway privilege tax on motor vehicles. 

es motor-vehicle usage tax effective May 15, 1936. 
es approximately $89,000 delinquent collections made subsequent to repeal of law in 1936. 


" Ineh 
8 Tneh 


1932 


July 1, 


July 1, 


June 
July 1, 


389 


Sales tax effective 


May 1, 1933. 
July 1, 1935. 
September 28, 1932 


January 27 
July 1, 
July 1, 


» 1935. 
1933. 
1933 


April 1, 1934 
January 15, 1934 
May 1, 1935 
July 1, 1935. 
June 1, 1937. 


April 1, 
April 1, 
July 1, 


1935. 
1934. 
1933. 


July 1, 1934 
March 1, 1937. 
May 1, 1932. 


1935. 
Oc tober 1, 1936. 


July 10, 1933. 


1935. 
April 1, 1935. 
February 2, 1935. 
1, 1934. 
1933. 


May 1, 1933. 


May 1, 
August 1, 


1935. 
1933, 








150 


STUDY INCLUDED BOTH GENERAL SALES TAXES 
SPECIAL USE TAXES 


AND 


This study is confined to the States levying general 
sales or use taxes on the sale of ¢ ommodities and services 
variously designated as “gross receipts,’’ ‘retail sales,’ 

“occupation,” ‘ ‘use,’ “compensating,” or “‘retailers.”’ 
A general analysis of the operation of the various sales 
taxes in the several States was necessary to a determi- 
nation of the relation of automotive goods taxation to 
the total sales taxation structure. Therefore, discussion 
of the basic principles of the operation of general sales 
taxation has been included in this report because the 
taxation of automotive goods under the general sales 
taxes is not an independent part of the tax structure. 

Twenty-two States levied general sales or use taxes 
on the sale of commodities during 1939. It should be 
noted that neither the business or occupation taxes of 
West Virginia and Washington, nor the retail sales 
taxes levied by several larger cities, notably New York 
City, are included. 

Connecticut, Delaware, Pennsylvania, and Virginia 
at present levy a restricted sales or merchants’ license 
tax, but, because of their limited nature, the data for 
these States have been omitted from this study. Data 
for the general sales taxes imposed by Pennsylvania for 
a 6-month period in 1932-33, however, have been in- 
cluded. The gross income tax of Indiana is in the 
same category as general sales taxes, but because of 
the fundamental difference from the predominating 
type of “sales” taxes studied, data for that State were 
also omitted from the study. 

Vermont passed a gross retail sales tax law effective 
in 1934, but it was declared unconstitutional in 1935 
and was repealed by the legislature. The tax was in 
effect for approximately a year and yielded only a 
small amount of revenue. Consequently, Vermont's 
sales tax data have not been included in this study. 

Similarly, Rhode Island imposed a restricted sales 
tax in 1932 to help finance unemployment relief. The 
law provided for levy and collection by local township 
authorities but was loosely interpreted and failed to 
produce the desired amount of revenue. Data for the 
Rhode Island sales tax were therefore also omitted from 
this study. 

To make the data for the various States comparable, 
it was necessary to include certain special sales or 
excise taxes. For example, the motor-vehicle excise 
tax levied by Oklahoma is in effect a tax on motor- 
vehicle sales and therefore has been included.  Like- 
wise, it was believed desirable to include in this study 
the automobile usage tax levied by Kentucky, which 
is 3 percent on the retail price of the vehicle with 
standard equipment the first time it is registered in 
the State, and the excise tax levied by Maryland for 
every original motor-vehicle certificate of title issued 
at the rate of 2 percent of the fair market value. 

The highway privilege tax in North Dakota, the 
original license fee in South Dakota, and the privilege 
taxes in West Virginia and North Carolina, all of 
which are in effect special sales taxes, have been included 
in this study. Maine, Massachusetts, New Hampshire, 
and Washington impose special excises or permit fees on 
motor vehicles. However, these imposts are in the 


nature of property tax levies, or in lieu of property 
taxes; they are not special sales excises and, therefore, 
have not been included in this study. 

The extensive use of general sales taxation in the 
United States is evidently a product of the depression. 
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Of the States included in this study, the earliest gen- 
eral sales tax law was enacted by Mississippi in 1932 and 
the latest States to impose sales taxes were Alabama 
and Kansas in 1937. In almost all cases, the primary 
reason for the original enactment of the sales tax laws 
was a desire to bolster declining revenues as well as to 
provide for property tax relief. In most cases, too 
the sales tax was adopted as a duration-of-the-eme: 
gency measure, usually for a 2-year period, under thy 


belief that conditions might later become such that 
the impost could be dropped from the State’s tax 
system. 

STATE SALES TAX REVENUES 1932-39 EXCEEDED 2 BILLION DOLLARS 


However, the startling success of the sales tax as « 
revenue producer has made an impression on legisl:- 
tors and even the severest critics of the tax have had 
to admit its success in that particular. In addition, 
the period during which sales tax laws were most 
widely adopted witnessed an increasing demand by 
the people that the States assume new functions and 
provide new services. The social security programs 
inaugurated by the Federal Government and several 
States in recent years, probably more than anything 
else, have led many States to seek other sources of 
revenues than those on which they had _ previously 
relied. The ease with which the sales tax could be 
collected, the large sums that could be derived oa 
from, and the quickness with which the tax could | 
applied for emergency purposes were factors leading to 
the adoption of this particular form of taxation by 
many States. 

The total revenue derived by the States from general 
sales taxation since 1932 is well in excess of 2. billion 
dollars. The annual income to the States from this 
source during the last few years has been approximately 
400 million dollars, the proceeds during 1939 being 
$421,945,000. In that vear the sales tax income 
stituted 22.5 percent of the State tax revenues in sales 
tax States, evidence of the importance of sales taxes in 
the taxation systems of those States 

The relative magnitude of sales tax revenues in 
so many States suggests that reliance has been put on 
this form of taxation. The continued failure of 
property and other taxes to meet governmental re- 
quirements, the inertia of long established tax systems 
and consequent inability to meet rapidly changing 
social and economic conditions, the growing dlis- 
approval of the property tax as a major source of 
revenue, and the changing attitude on the part of 
the public toward the sales tax mxy result in the sales 
tax becoming more than a temporary or emergency 
tax. 


con- 


A summary of the sales tax collections by years 
and the per capita collections are shown in figure |! 
and table 2 . 

Table 3 presents data by States showing the relative 
importance of the sales tax in each State’s fiscal 
structure in 1937 and 1939. Sales tax colle tions 
in 1937 represented 25.2 percent of the total State 
tax revenues, and although this percentage was only 
22.5 in 1939, receipts, as shown in table 2, were a: ially 
greater than in 1937. This change was caused |vy the 
increasing importance in more recent years 0! such 


imposts as the unemployment insurance taxc-. Of 


all the States, Illinois derived the greatest perc nitage 
of its revenue from the sales tax—47.4 perconut I 
1937 and 34.2 percent in 1939—while Louisiana 
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obtained the least-——5.1 percent in 1937 and 7.7 per- 500 ->—— nate aan 
cent in 1939. Table 3 indicates that Maryland and [__] NON-AUTOMOTIVE PORTION 
Kentucky derive the lowest percentages of income 


7 N . 1 AUTOMOTI ORTI 
from sales taxes; however, these States do not impose | Kd VE PORTION 



































—— 
a general sales tax but only special excises on motor 400 | ea | 
. i é a : 
vehicles. The large proportion of total State revenues 
represented by sales taxes in many States indicates ” | 
s* . “ye » a } 
that there is probably no immediate prospect of < 
me | 
as 300 } 
= 
TABLE 2.—Amount of annual sales tax collections, 1932-39! “ia 
> & 
oO | } 
| | 
Number of S i 
Year Amount Per states im- © 200 | i + 
capita ¢ posing aad | 
Sales taxes = | 
» I ar } 
| 
#1, 000 } 
1932 1, 371 $0. 63 
1933 48, 275 2.35 100 } | +4 } 
1934 167, 619 3. 265 ; | 
1935 276, O94 4. 23 | | VTA CLEA. 
1936 358, 943 5. 70 eenee | | 
1937 401, 642 6. 58 | | Wh 
1038 401, 947 6.39 | | I 
1939 421, 945 6.71 . Lt ; 
rotal 2. 077, 836 1932 1933 1934 1935 1936 1937 1938 1939 
YEAR 
Includes motor-vehicle excises as well as general sales taxes FIGURE | ANNUAL REVENUE From Saes TaxaTION SHOWING 
? Based on United States Bureau of the Census 1940 population for sales tax State 
In effect at end of calendar year tHE AUTOMOTIVE 


TABLE 3. 


Comparison of total State taxes and total sales tares collected in 1937 


PoRTION, 1932-39. 


and 1939 





axes collected ir 437 Taxes collected in 1939 
Geographic division and State Sale _ Sales taxes 
Potal State I il State 
Taxe taxes 
E Percentage Percentage 
\ 1 Amount of total 
East North Central z ” 21 WK « / £1,000 
Ohio 2 §32 52.0 99 _ 588 47,911 18. 7 
I}linois 175, 520 3, 28 47.4 254, 663 87, 137 34. 2 
Michigan 148, 027 55, 309 7.4 169, 944 51, 503 30.3 
Subtotal 9.179 190. 605 4 680, 195 186, 551 7 4 
West North Central 
Iowa HA, 149 1f, 041 23. 1 69, 002 15, 810 22.9 
Missouri RS DUE 17, 202 19.5 RS, O43 22, SAS 25.7 
North Dakota 10. 404 2, RSE 97.7 12, 191 2.905 23.8 
South Dakota 12, 931 3, OTF 23.8 16, 044 4,211 26. 2 
Kansas 25, 515 $1, 501 9, 804 23.6 
ibtotal 202, 205 3S, 18.9 997, 681 55, 508 24.4 
South Atlantic 
Maryland 33,942 710 2.1 44,721 £16 1.2 
West Virginia 16, 603 9, 447 20.3 52, H2¢ &, 590 16.3 
N Carolina 73, 300 11, 328 15.8 77, 453 10, 998 14.2 
. otal 153, 84 21, 48 14.0 74, 800 20, 104 11.5 
= oni en PEN 
East S Central 
Ker ky $8, OSS 41,3°0 2.9 42, 825 955 L.8 
Alabama 41,992 2,903 6.9 48, 978 5, 8&2 12.0 
Mi ippi 27, 020 6, 12 2.7 29, 580 6, 515 22.0 
St tal 117, 100 10, 40¢€ 8.9 131, 383 13, 352 10.2 
West § Central ; : ai 
Ark S 22, 40 4, 309 2 31, 280 5, 032 16.1 
Louisiana 69, 373 3, 539 l 80, 640 6, 219 79 
Oklahoma 9,712 11, 501 19 61, 210 11, 784 19.3 
Suhtota 151, 490 19, 349 2.8 173, 130 23, 035 13.3 
Mounta ~ ‘ Fe 
Wyo &, 930 1, 776 19.9 10, 716 1, 809 16.9 
Color 29) 964 8) 119 7.1 35, 589 9, 231 25.9 
New )\\ exico 13, 120 3 649 27.8 15, 492 3 813 24.6 
Ariz 17, 856 3, 703 20.7 18, 717 3, 569 19. 1 
Uta 15, 38 3, 412 22,2 17, 740 3, 636 20.5 
Sut il 85, 255 20, 659 24.2 QS, 254 22, 058 22. 4 
Pacific ~ vi a ——— 
Washinton 67, 750 12, 278 18. 1 65, 767 11,772 17.9 
Califor: ia 253, 828 88, 411 34.8 319, 953 89, 471 28.0 
Subto ral 321, 578 100, 689 31.3 385, 720 101, 243 26. 2 
il 1, 590, 742 401, 398 25. 2 1, 871, 163 421,941 22.5 
From 


* Sales t 


ix Systems, eighth ed., The Tax Research Foundation 
effective June 1, 1937. 


Motor-vehicle excise tax only 
‘ Automobile usage tax only 
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RATES OF SALES TAXES 
(_] NONE EVER LEVIED = ONE-PERCENT RATE [ES] THREE-PERCENT RATE 
[] ABANDONED OR RESCINDED [77] TWO-PERCENT RATE [--] VARYING RATES 





STATUS OF THE STATE GENERAL SALES TAXES IN 
1939. 


FIGURE 2.- 


eliminating such taxes from the revenue systems of 
those States. 

The fact that 22 of the 30 States that have had sales 
taxes still retain them emphasizes the continued reliance 
by legislators on this tax to augment other sources of 
State revenue or to replace the decreasing revenues of 
certain out-moded taxes. Figure 2 shows that no 
region of the United States has escaped sales taxation 
entirely. Although eight States have discontinued their 
sales taxes, sev eral others that do not now impose such 
levies have been seriously considering the adoption of 
this form of taxation. In Oregon sales tax proposals 
have been defeated twice by referendums and_ the 
Texas legislature has voted down a similar proposal. 
In several other States active sales tax blocs are con- 
tinuing their campaigns for the adoption of such taxes. 

It is significant, however, that none of the highly 
industralized States in the East now has a sales tax; 
the only area on the Atlantic seaboard north of North 
Carolina that has such a tax is New York City. It 
will be seen in figure 2 that six States in this area which 
at one time had sales taxes repealed them or allowed 
them to become ineffective. Only two other States in 
the rest of the country, Kentucky and Idaho,' discarded 
their sales taxes. The fact that none of the industri- 
alized States on the eastern seaboard now has a sales 
tax may indicate the ability of those States to satisfy 
their revenue requirements from other tax sources, in 
contrast to southern and western States. However, 
the absence of such taxes may be caused by disapproval 
on the part of a public largely made up of wage earners, 
as compared with the larger portion of the population 
in southern and western States deriving relatively less 
of its total income from wages. Sales taxes normally 
would affect the wage earner more than the agricultural 
worker, since practically everything by which the former 
carries on the normal functions of living is subject to tax. 

General acceptance of the sales tax appears to be 
based on the following principles: 

Success and reliability as a revenue producer and 
ease of administration. 

2. The fact that ‘everyone contributes a little.’ 
Although generally referred to as a ‘‘poor man’s’ tax, 
it is often defended on the grounds that the proceeds 
are usually earmarked for aid to the needy, aged, blind, 
dependent children, education, and such purposes. 


5 Louisiana subsequently repealed its sales tax, effective December 31, 1940. 
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USE AND COMPENSATING TAXES DESIGNED TO SUPPLEMENT 
SALES TAXES 


Many sales tax States impose complementary taxes 
generally known as use or compensating taxes which 
are intended primarily to plug the loopholes of the sales 
tax acts. They are designed as companions to the sales 
tax to compensate the State for taxes that might be lost 
as a result of purchases made outside the State. A 
further purpose of the use tax is to enable local mer 
chants to meet the competition of merchants in adjacent 
States which do not impose a sales tax. 

In 1939, 18 of the 22 general sales tax States imposed 
special use or compensating taxes. In Arkansas, 
Colorado, and Louisiana, the use-tax features are 
incorporated into the sales tax laws. It can be expected 
that additional use taxes will be enacted in those States 
retaining or adopting a general sales tax inasmuch as 
merchants or retailers are likely to insist on the imposi- 
tion of use taxes to meet competition in adjacent non- 
sales-tax States. 

A more recent development in sales tax administra- 
tion has been fostered by a United States Supreme 
Court decision which upheld the right of a State to tax 
sales made within the State on merchandise which is 
shipped to the buyer from a point outside the State. 
The Missouri Sales Tax Department subsequently 
issued a regulation requiring the payment of the sales 
tax on out-of-State purchases contracted for in Missouri. 
Other States are reported to have adopted similar 
regulations. 

Another recent United States Supreme Court de- 
cision® held taxable under the use tax all sales made in 
Iowa including mail order sales filled from out-of-State 
mail order divisions. The Court ruled that companies 
may be compelled to collect use taxes provided they are 
registered to do business and maintain retail stores in 
the State. Asa result of this decision, it is believed that 
sales tax States generally will attempt to collect taxes on 
sales made by mail order houses. Since a large per- 
centage of these sales involve tires, batteries, parts and 
accessories, and other automotive equipment, it can be 
expected that the portion of the sales taxes attributable 
to the motor vehicle and its operation will show a 
substantial increase in the future 

Since the imposition of the first use tax by the State 
of Washington in 1935, the revenue produced by these 
taxes through 1939 amounted to $23,053,800. In 1939 
the proceeds totaled $9,666,600 or 2.29 percent of the 
total sales and use-tax revenue. The use-tax receipts 
for the vears 1936 through 193° are shown in table 4 


TABLE 4.—Collections from State use or compensating taxes 
1936-39 ' 
Collections from use taxes 
lax year ending in Per ae 
Amount total s fav 
col on 
1936 $2, 149, 300 0.0" 
1937 4, 153, 300 - 
1938 7, 064, 600 “ 
1939 9, 666, 600 ad 
Total 23, 053, 800 14 
Includes merchant's commissions and deductions 
6 Nelson et al. v. Sears Roebuck and Company, and Nelson et al. v. Monty: “ery War 


and Company, February 17, 1941. 
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A large portion of the use taxes is attributable to 
automotive sales. Of the total of $23,053,800 in use-tax 
proceeds in the period from 1936 through 1939, approxi- 
mately $8,276,300 or 35.9 percent was assessed against 
motor-vehicle and allied sales. 

Of the 22 States that levied general sales taxes in 
1939, 6 had rates of 3 pereent, 12 had a 2-percent 
rate,’ and 1 State imposed a 1-percent tax. The re- 
maining 3 States imposed taxes at rates varying from 
one-eighth of 1 pereent to 2% percent (table 5) 

Although the various sales tax laws in general provide 
for taxation of approximately the same sales, many 
differences exist with regard to taxable sales which come 
within the scope of the sales tax law either specifically 
or through administrative interpretation. 

For example, the Illinois tax law provides that sales 
for resale are generally - taxable. Under the law, 
sales of milk, cream, sugar, ete., toa company to be used 
in manufacturing ice ¢ ream are not taxable, since the 
sales tax department rules that “sales of goods which, 
as ingredients or constituents, physically enter into and 
form part of tangible personal property sold by the 
buyer’ are not sales at retail. ‘The test of a sale at 
retail is whether the sale is to a purchaser for use or 
consumption and not for resale in any form as tangible 
caaaeell property * * * In general, the tax is intended 
to be measured by receipts from a sale which constitutes 
the last actual transaction prior to ultimate use or con- 
sumption.”’ It is evident that many difficulties could 
arise in the interpretation of this provision. 

In Mississippi, sales include “barter or exchange of 
properties as well as the sale thereof for money, every 
closed transaction constituting a sale.”’ 


7 Al sbame’s rate on automobiles is 46 of 1 percent on new motor vehicles. All 


lak eles aie temeel of F nemeend | in &® memorandum early in June 1941 from Ac ting 
TABLE 5.— States which have im pose d general sales and use taxes, and status as of 1939 
Use or com en- 
General sales tax we scr 
State * 
Year . 

: Tay i Effee- 
first Status in 1939 ix base Rate Pax in tive 
etfec- effect date 
tive f 

Percent 
Alabama 1937 In effect Gross receipts of sales 2) Yes 1937 
Arizona 1933 do Gross proceeds of sales 2V: arying No 
Arkar 1935 do do 21 Yes 1937 
California 1933 do Gross receipts of sales 3 Yes 1935 
Colora 1935 do Gross proceeds of sales 21 Yes 1936 
Idah« 1935 Repealed 1936 
Ilinoi 1933 In effect Gross receipts of sales 3 No : 
lowa 1934 do ‘ do 2 Yes 1937 
Kansas 1937 do Gross proceeds of sales 21 Yes 1937 
Kentuc 1934 Repealed 1936 
Louisi: 1936 | In effect Gross proceeds of sales 1 | Yes 
Maryla 1935 Expired 1936 aha 
Michig 1933 In effect Gross proceeds of sales 3 | Yes 1937 
Mississ 1932 do do ‘Varying | Yes 1938 
Missou 1934 do Gross sales receipts 2; No pe 
New Mexico 1934 do Gross proceeds of sales 5Varying | Yes 1939 
New Jer 1935 | Repealed 1935 
New Y 1933 | Expired 1934 
North ( lina 1933 In effect Gross proceeds of sales 63) Yes 1939 
North I ta 1935 do Gross receipts of sales 2 Ye s 1939 
Okleh; 1935 ..do Amount of retail sales 3 | Yes.....| 1936 
P ahor 1933 do Gross proceeds of sales 2 | Yes 1937 
Rhody a 1932 | Expired 1933 ‘ 
hode Is) ind 1932 Abandoned Retail sales Varying | No 
rae Da\ota 1935 | In effect Gross receipts of sales 3 | Yes 1939 
Vv 1933 _ do do 2 Yes 1937 
ermont 1934 | Repealed 1935 aa75) 
Weaning 1935 In effect Retail sales (selling price 2 Yes 1935 
Wye Ire ia 1934 é do Gross proceeds of sales 2 No 
ming 1935 do. Retail sales 2) Yes 1937 


Rate on new automobiles 14 of | percent. 
Rates from 4 of 1 percent to 2 percent. 
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Subsequently repealed, effective Dec. 31, 
‘Rates from ‘4s of 1 percent to 246 


“ee 


In North Dakota, sales mean “any transfer, exchange, 
or barter, conditioned or otherwise in any manner or by 
any means whatsoever, for any consideration.” 

South Dakota defines sales as “sale of tangible per- 
sonal property to the consumer or user thereof, or to 
any person for any purpose other than for resale.”’ 

The above examples of what is considered a sale 
subject to sales taxes are sufficient to indicate that the 
intent of the law is widely different in the several 
States. That the administration of the law varies 
considerably in the States is readily acknowledged by 
State tax administrators. At the eighth annual con- 
ference of the National Association of Tax Admin- 
istrators held in St. Louis, Missouri, in May 1940, this 
lack of uniformity was admitted and a committee was 
appointed to draw up a uniform sales tax law for 
adoption by all States and a uniform set of regulations 
governing such a law. 

EXEMPTIONS FROM SALES TAXATION DIFFER AMONG STATES 


The sales tax laws usually state specifically the 
businesses or transactions which do not come under the 
provisions of the law. In all States, to the 
Federal Government and transactions in interstate 
commerce are not taxable. In some States exemptions 
are limited to the sales of gasoline and other items 
already taxed under another law. Other States extend 
the exemptions to include sales of real property, gas, 
electricity, and water, sales of food products for humen 
consumption, ete 

Action has been taken by the Federal Government to 
prevent the imposition of State sales taxes on certain 
activities connected with the nation: il defense program. 
The statement of the Government’s position was given 


sales 


1940 Rates from 4s of 1 percent to 2 percent. 


percent Rates on wholesalers 440 of 1 percent, 
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Attorney General Francis Biddle to John H. Hendren, 
Jr., Chairman of the Committee on Uniform Sales 
Taxation, National Association of Tax Administrators. 

The memorandum stated that the Department of 
Justice would resist in the courts the imposition of State 
sales taxes or use taxes on cost-plus-fixed-fee con- 
tractors on the national defense program with respect to 
purchases of supplies and materials made by them. 
These taxes, it was pointed out, were in effect taxes on 
the Federal Government since the contractors were 
“instrumentalities of the United States.”’ 

The validity of taxes levied solely on vendors and 
legally absorbed as part of the sales price, and of non- 
discriminatory State taxes levied on fees paid to con- 
tractors by the Federal Government, would not be 
challenged for the present, the Department stated. 

According to the Department the statement was 
occasioned by the delay that had already occurred as a 
result of the imposition of sales taxes in certain States. 
Since there was no authority for the Government's 
disbursing officers to pay such taxes, payments had 
been withheld, and stoppage in the flow of critical 
materials to the construction sites had been threatened. 


legislative enactment prior to the Department’s ruling, 
had already exempted the Federal Government and 
cost-plus-fixed-fee contractors from State taxes. The 
Department suggested that other States follow a 
similar procedure wherever possible and that the 
assessment or collection of taxes levied on defense work 
be withheld until the United States Supreme Court had 
had an opportunity to consider their validity. 

Agricultural States usually exempt farm produce and 
agricultural products. Southern cotton-raising States 
generally exempt sales of cotton and cotton products. 
Some western States exempt sales of water for irrigation, 
domestic, and industrial use. Although personal serv- 
ices, labor, repair work, etc., are exempt in most States, 
Colorado and West Virginia levy a service tax which 
subjects these items to taxation. While there are a 
number of exemptions common to all States, each State 
apparently has particular transactions which it exempts 
for one reason or another. 

Special efforts are made in many States to tax motor- 
vehicle sales. Some States (Oklahoma, Maryland, and 
Kentucky) resort to special excises. Other States have 
adopted a use tax or use-tax features to insure tax 
collections from motor-vehicle sales. Inasmuch as the 
manufacture of motor vehicles is confined to a small 
number of States, use or compensating taxes which 
provide for a tax on “property used or brought into a 
State’ are particularly adapted to the taxation of 
vehicles. Additional safeguards are utilized in a num- 
ber of States by provisions of the law which require the 
payment of the sales tax before a certificate of title or 
license can be issued. The sales tax law in other States 
snecifically covers the sale of motor vehicles, and in 
three States the law provides for a special rate to apply 
to the motor vehicle. 

In addition to these special provisions to insure 
taxation of the vehicle, practices differ widely as to 
the extent of taxation. A few States tax the vehicle 


only once, in the form of a single excise on new vehicles. 
Other States collect the tax upon new vehicles when 
first licensed in the State, and upon used vehicles 
only at time of first transfer of title during a calendar 
vear. Still others tax each and every sale regardless 
of the number of times a vehicle may be involved in 
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sales during the year, resulting in multiple taxation. 

Following is a brief discussion of methods employed 
by various States to tax the motor vehicle. These 
methods have been classified as privilege taxes and 
original license fees, motor-vehicle excises, special 
use taxes, special sales taxes, and general sales taxes. 

South Dakota collects an “original license fee’’ 
under legislation which provides that “in addition to 
any and all other license fees, registration fees, and 
compensation for the use of the highways, there shall 
be paid to the county treasurer upon the application 
for the first or original registration of a motor vehicle, 
an additional and further license fee of 3 percent of 
the purchase price of such motor vehicle or the fair 
market value thereof, whichever is the greater; the 
payment of such 3-pereent license fee shall be in full 
and in lieu of all occupational, sales, excise, privilege 
and franchise taxes levied by this State upon the gross 
receipts from all sales of motor vehicles.” The 
proceeds go into the State general fund. 

North Dakota imposes a “highway privilege’ tax 
enacted primarily to protect dealers against the 


| competition of dealers in non-sales-tax States. The 
A number of. States, by administrative action or 





rate is “2 percent of the sales price of any vehicle 
purchased or acquired for use on the streets and high- 
ways of this State requiring registration thereof under 
the motor-vehicle laws of North Dakota.” The tax 
is collected at time of first registration and no registra- 
tion plates or certificate may be issued until the tax is 
paid. The proceeds are credited 50 percent to the 
State Highway Department and 50 percent to the 
counties for highway purposes. 

In addition to the taxes levied by any other law, 
North Carolina imposes upon every person for the 
privilege of using the streets and highwavs of the State 
a tax of 3 percent of the sales or purchase price of 
any new or used motor vehicle purchased or acquired 
for use on the streets and highways of North Carolina 
and requiring registration under the motor-vehicle 
laws of the State. However, no tax payment may 
exceed $15 and it must be paid at the time application 
is made for certificate of title or registration of motor 
vehicle. No certificate of title or registration plates 
are to be issued unless and until the tax is paid. The 
tax is also imposed on trailers. The proceeds are 
used for school purposes. 

West Virginia imposes a tax upon certification of 
title for a motor vehicle. The tax is imposed for the 
privilege of effecting the certification of title of each 
motor vehicle in an amount equal to 2 percent of the 
value of vehicle at the time of certification. The pro- 
ceeds go into the State road fund to be expended for 
construction and maintenance of secondary roads 

Oklahoma imposes an excise of 2 percent upon the 
value of the vehicle, to be collected upon the first 
transfer of title of used vehicles during the calendar 
year, as well as upon every new vehicle whe: first 
licensed in the State. Proceeds go to State assi-‘ance 
and general funds. 

Kentucky imposes an automobile usage tax w!:ich 1's 
a special levy on the privilege of using the auton bile. 
This special excise levies a tax of 3 percent on th retail 
price of the vehicle with standard equipment the 
time of its first registration in the State. The proceeds 
go into the State general fund. 

Maryland levies an excise tax for every ginal 
motor-vehicle certificate of title at the rate o! - pel 
cent of the fair market value. This tax was i/iposed 
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at arate of 1 percent prior to September 30, 1939; after 
that date the rate was increased to 2 percent. The 
tax affects new cars primarily, but also affects used 
vehicles brought into Maryland from out of the State 
and registered in Maryland for the first time. The 
proceeds go into the general fund. 

The Arkansas sales tax on motor vehicles is specifi- 
cally collected under the use-tax law providing for the 
taxation of property purchased outside the State for 
use in Arkansas. Motor vehicles are specifically men- 
tioned in the use-tax law. The proceeds are used for 
free textbooks, schools, homestead exemption, charit- 
able institutions, and public welfare. 

lowa’s use-tax law provides for a 2-percent excise on 
the value of motor vehicles and trailers to be collected 
by the county treasurer at the time the owner applies 
for a certificate of registration. No certificate can be 
issued until the tax is paid. The proceeds of the use 
tax go to the general fund. 

The motor vehicle is taxed specifically in Mississippi 
under the general sales tax law at a special rate of 1 
percent of gross proceeds of sale. Rates under the 
sales tax law vary from one-eighth of 1 percent to 2! 
percent on specified transactions. Proceeds go into 
the State general fund. 

The New Mexico sales tax law taxes the motor ve- 
hicle and allied businesses at the following rates: 


Percent 
Car dealers (new and used cars) 1 
Trucks and tractors 1 
All other businesses 2 


Proceeds of this tax go into the school fund. 

Sales of new motor vehicles are taxed by Alabama 
at the rate of one-half of 1 percent. All other sales 
are taxed at the 2-percent rate. The proceeds go into 
the State general fund. 

In the remaining States, no specific provision is made 
to tax the motor vehicle, although it is subject to taxa- 
tion under the general provisions of the sales tax laws. 
The proceeds are used for purposes of State general 
funds, relief, old age pensions, schools, and for similar 
purposes. 

COLLECTION OF TAXES INSURED BY SPECIAL ARRANGEMENTS 

A few States have special arrangements in tax collee- 
tion procedure to insure the taxation of motor-vehicle 
sales. In Michigan, for example, the Secretary of State 
is made responsible for the collection of the sales tax 


on motor vehicles. The dealer is required to register | 


the vehicle and secure title in the purchaser’s name when 
the sale is made, and the application for registration 
must be accompanied by the sales tax payment. The 
Secretary of State renders an account of such collections 
to the proper administrative officials. 

Likewise, Arkansas requires the sales tax on new auto 
mobiles to be paid before a license is issued even though 
the car may have been purchased outside the State. 
The law requires the commission to collect the tax 
before licensing a vehicle. Towa’s use-tax law provides 
for the collection of the sales tax on motor vehicles by 
the county treasurers at the time of application for 
certificate of title. No certificate can be issued until the 
tax is paid. Similarly, Oklahoma’s motor-vehicle excise 
8 collected on new vehicles at the time of first registra- 
ion, and on used vehicles at the time of first transfer of 
title, 

Other States are reported to have under considera- 
ion the adoption of similar provisions to secure the 
Payment of sales taxes on motor vehicles. 


408208—41 ae 
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Gasoline for highway use is generally exempt from 
general sales taxation, but in some States where refunds 
of fuel tax or exemptions of the gas tax are permitted, 
special effort is made to impose the sales tax on tax- 
exempt gasoline sales. 

In California motor-fuel sales for nonhighway pur- 
poses, which are subject to refunds, are liable for taxa- 
tion under the sales tax act. The sales tax is collected 
by the State controller, who deducts the tax from the 
refund and transfers the amounts so collected to the 
sales tax fund. Jowa employs a similar method to 
collect the sales tax on refund gas sales. South Dakota 
also assesses sales taxes against refund-gasoline sales. 
The tax is collected by the State auditor at the time 
refunds are paid. 

In North Carolina, there exists an unusual provision 
of the sales tax with regard to a tax on gasoline, whereby 
under certain ¢onditions a tax can be levied on all 
gasoline sales. Apparently, it was not the intent of 
the law to exempt gasoline from the sales tax, nor was 
it considered expedient to levy a tax on the wholesale 
distribution of gasoline payable at the source of dis- 
tribution. Therefore, to satisfy the intent of the law, 
a portion of the gasoline tax of 6 cents per gallon is 
to be determined and deemed in satisfaction of the 
sales tax as follows: The director of the budget, the 
chairman of the highway commission, and commissioner 
of revenue in the first 15 days of each quarterly period 
determine the total amount of gasoline sold in the 
State in the preceding 3 months, and the average retail 
price, inclusive of gasoline tax, and on this basis com- 
pute the amount of tax liability at the rate of tax levied 
on retail sales. The sum so computed shall be deducted 
from the tax of 6 cents a gallon and credited py the 
State treasurer to the sales tax revenue account. 

These sums are made available only after full pro- 
vision has been made for the expense of collecting high- 
way revenues, for the administration of the highway 
and public works commission, for the service of the 
debt, and for reasonable maintenance of State and 
county highways. Nor is the money available to the 
general fund unless the director of the budget finds such 
sums to be reasonably necessary to meet appropriations 
from the general fund. The amount so allocated to 
the general fund shall not be transferred from the high- 
way fund nor become a definite charge against it until 
the surplus in the general fund at the end of the fiscal 
vear, together with current revenues, has been exhausted 
or until the director of the budget finds that such a 
transfer is necessary to prevent a deficit in the general 
fund or until the appropriations from the highway funds 
have been provided for. However, no gasoline tax 
receipts have been diverted to the general fund by the 
director of the budget in recent years. 


EVASION OF SALES TAXATION BELIEVED PREVALENT 


In the other sales-tax States no special effort is made 
to collect the sales tax on refund or tax-exempt 
gasoline sales presumably used for nonhighway pur- 
poses. Another problem which is part of the question 
of sales taxes on gasoline is the condition that exists in 
a few States where the tax on sales of gasoline con- 
stitutes a tax on the price of the gasoline plus the State 
and Federal gasoline taxes. This condition of multiple 
taxation can be avoided only by careful drafting of 
the enabling legislation, as it appears that it is not the 
legislative desire to enact laws that cause such multiple 


taxation. 
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Opinion is rather prevalent among tax officials that 
there is considerable evasion of sales taxes. The 


adoption of use or compensating taxes in many States | 


was designed to plug the loopholes in the sales tax acts 
and to prevent “legal evasion” through interstate sales. 
The failure of the use taxes to accomplish this purpose 
is evidenced by the fact that use taxes have not been 
successful as revenue producers. However, failure of 


the use tax to produce revenue is not in itself proof of | 


the failure of that tax to function properly. It may 
perform its function by decreasing the purchase of goods 
in non-sales-tax States with a resultant increase of pur- 
chases in the State of residence and a corresponding 
increase in the sales-tax collections. The latter increase 
takes the place of any increase in the receipts from use 
taxes but results directly from the presence of the use 
tax on the statute books. 

Evidence of failure of the compensating tax is found 
in the admission of tax administrators. A typical 
comment on the subject is that of the State Tax Com- 
mission of Kansas.* 

Corporations and others that keep books or accounts have very 
little chance of avoiding this tax, but individuals purchasing 
motor vehicles, trailers, farm machinery, mechanical equip- 
ment, office furniture and fixtures, household goods and furnish- 
ings, radios, jewelry, ete.., that do not keep records are not 
voluntarily ‘declaring and paying the compensating tax. It is 
extremely difficult, takes a great deal of time, and is very 
expensive to locate purchases of this kind, assess and collect the 
compensating tax on them. 

Because of the great number of retailers who are 
required to report the sales tax, there is undoubtedly a 
considerable number who fail either to collect or to 
remit the full amount of the tax as required by law. 
In some States this condition cannot be corrected 
because of the small administrative force available to 
enforce the sales tax. Unquestionably the lack of 
sufficient auditors to audit the records of such a large 
number of retailers tends to encourage the evasion of 
taxes. 

It is the general opinion of tax officials that the motor 
vehicle often escapes general sales taxation entirely 
unless provisions are adopted to insure the payment of 
taxes such as requiring a sales tax receipt before a 
vehicle license can be issued. This condition, coupled 
with the belief that the ownership of a motor vehicle 
indicates a superior tax-paying ability, has caused the 
adoption of safeguards to insure the payment of the 
taxes on motor vehicles and has promoted zealous efforts 
in the collection of these taxes. 

Sales tax officials also believe that the sales of tires, 
batteries, parts, and similar motor-vehicle accessory 
items through large mail-order houses largely escape 
taxation, notwithstanding the fact that the use taxes 
were designed to tax sales of this kind. 


COLLECTION AND ADMINISTRATION COSTS UNUSUALLY LOW 


Although no attempt was made in this study to deter- 
mine the actual administrative and collection costs of 
the sales tax, it has been generally reported that these 
costs have been unusually low, in some cases less than 
1 percent of the total collections. This unusually low 
cost has contributed much to the ready acceptance of 
sales taxation, and inasmuch as this item is an important 
reason for the remarkable showing of sales taxes, the 
subject warrants some consideration. 

In most States, the retail merchants are made in- 


§ Sixteenth Biennial Report of the Tax Commission, 1936-38. Pp. 14A and 15A 
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voluntary agents of the State in collecting the sales tax. 
The collection of this tax from the consumer population 
of each State is practicable only because the retailer 
or vendor acts as a tax collector. While the tax-paving 
group almost approximates the total population of the 
States, the tax is actually collected and paid over to the 
State by the relatively small number of retailers or 
vendors operating in each State. The administrativ: 
machinery of the State needs to function, therefore, 
only between the State and the retailers or vendors and 
not between the State and the hundreds of thousands 
or millions of tax-paying consumers. Thus, the expense 
of collection is borne by the merchants, who in the 
majority 6. ases are not reimbursed. 

Another .-ason for the low cost of collection is due 
in part to the lack of effective enforcement. Legis- 
lators appe: ¢ to be more than pleased with the revenue 
produced by the sales taxes, and as a result they have 
failed to appropriate sufficient funds for adequate en- 
forcement. A typical official observation on the ad- 
ministrative side of the sales tax is given in the follow- 
ing excerpt from the Biennial Report of the Department 
of Revenue 1936-38 for the State of Arkansas, pages 
56-57. 

Due to the 


to collect anc 
who either n 


‘reat number of retailers required under the law 
‘mit the tax, there is found a considerable number 
ect or fail to remit the tax as required by law, and 
it appears be »nd a doubt that in many cases they do not collect 
the tax * * the law itself was inducive to evasions in the 
beginning, an. is to some extent at the present time. Act 233 
of 1935 allow. d so many exemptions that it was hard to admin- 
ister when ev ‘ything worked together because of the loopholes 
wherein reta. .s could claim exemptions to which they were 
not entitled. in the passage of Act 154 of 1937, most of the 
exemptions were removed but still there were insufficient re- 
strictions left around the exemptions allowed, especially exemp- 
tions of items sold for resale. Through this avenue the State has 
lost many thcusands of dollars it should have collected. The 
principal other difficulty is a result of not having had previous 
experience in collecting a tax of such wide spread in that sufficient 
administrative force was not provided, especially there were not 
sufficient auditors allowed to audit a very large percent of the 
retailers who » ere collecting the tax. 

It should e mentioned that many States compensate 
in an indir t manner the merchants who collect the 
sales tax. the retailer or merchant collects the tax 
on each individual sale but is permitted to pay the 
State on a gross sales basis. The reimbursement would 
be small in most cases, especially in those States that 
collect the tax through the use of mill tokens. — In those 
States in which a bracket system is employed, however, 
it is conceivable that there would be considerable 
difference between the tax collected on individual sales 
and the tax collected on a gross basis. 

For example, assume a State imposes a 2-percent 
tax, or 1 cent for all sales from 15 cents to 65 cents. A 
business selling low-priced articles collects the tax on 
100 individual articles costing an average of 25 cents 
each. The total tax collected from the individuals is 
$1. The tax settlement to the State, however, would 
be on the basis of gross sales of $25 at the tax ra‘e of 
2 percent which would be 50 cents. The merchant in 
this particular case would have profited to the extent 
of 50 cents as the result of the transactions. 

It is obviously impossible to estimate the amount of 
deductions permitted in the above manner but it }§ 
evident that the amounts involved conceivably could 
reach large proportions. These legitimate collcction 
charges are, of course, never included with the costs 
of administering the tax. 

Since the adoption of the first general sales tax and 
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until 1939 only five of the 28 sales tax States permitted 
commissions to merchants and agents for the collection 
of taxes. Three States, Kentucky, Missouri, and 
Ohio, allowed a 3-pereent deduction, while Louisiana 
and Colorado ® both permitted 5 percent commissions 
on sales and use taxes, although the latter State 
allowed only 3 percent deductions on service taxes. 
The States of Oklahoma and Alabama subsequently 
compensated the merchants at a 3-percent rate effective 
June 1, 1939, and October 1, 1939, respectively. 
The approximate total of merchants’ commissions 
allowed during the period of this study in the five 
States was $11,549,800 or 3.1 percent of the total 
sales tax collections. These deductions sare never 
reported as legitimate costs of collection; ecasequently, 
this facet has undoubtedly contributed m= ch toward 
the popular belief that the collection and administra- 
tive costs of sales taxes are unusually low. 
Inasmuch as these commissions properly should 
be included as tax collections in order to + how actual 
collections, they have been added to the | ‘oper State 
totals. The estimated amount of these deductions | 
attributable to the motor vehicle was det ‘rmined by | 
the relationship of the automotive portion to thetotal | 
sales taxes contributed in the States perr’ (tng com- 





missions to merchants. The amounts for ‘wh of the 
five States are shown in table 6. 


TABLE 6. Approximate amount of merchants’ d luctions and 
COMLMISSLONS permitted for period 1935-37" } 


-_ suis en- , : 
Year Colorado Missouri — Ohio és ‘ss P Total 





1935 $1,443,200 5 $280,400 $1,943,500 
1936 1, 739, 400 216, 200 2, 282, 600 
1937 $331, 100 1, 560, 400 » 30F 
1438 548, 200 $97, 8000 1, 220, 100 
1939 604, 200 261,500 1, 437, 300 

Poi! 1,730, 800 1, 483, 500 359, 300 7, 409, 400 6.800 11. 40.800 


For fiscal years reported Oklahoma and Alabama perm) ted commissions 
effective 1939 after close of fiscal period 

? Merchants retained 3 percent of gross receipts tax; clerks r ain 2 percent of 
vehicle usage tax 


Commission effective June 1937, estimated for 7 months. 


COLLECTIONS SEGREGATED BY MAJOR BUS'NESS 
CLASSIFICATIONS 


Most of the sales tax laws require the administrative 
ageney to keep records of the collections. As a result 
it was possible to obtain relatively satisfactory data 
for tax payments by major business classifications as 
follows: 


Apparel. 
Automotive. 
Contractors—consumers.!! 
Farm and garden produce. 
Food. 
Furniture and fixtures. 
General merchandise.” 
Hotels, amusements, liquor stores. 
Lumber and building. 
Manwfacturing, jobbing, trading. 
Professional and personal service. 
Public utilities. 
Unclassified." 
All other. 

ee 


Ps Kentucky permitted such commissions while its sales tax wasin effect. 
v percent o sales and use taxes, 3 percent on service taxes. } es 
private ees construction, industrial, mercantile, governmental, public utility, 
; or ag ons, and miscellaneous individual consumers. eo 
spertie, Udes department and general stores, dry goods, hardware and paint, jewelry, 
'ng goods, five and ten, drug stores, ete. 
sens ae amusements, hotels, newspapers, magazines, farm implements, liquor 
— €creation parlors, coal, fuel, ice, drug stores, hardware, theaters, barber shops, 
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FIGURE 3.—-PERCENTAGE DISTRIBUTION OF SALES TAx COLLEC- 
TIONS BY Masor BusINEss CLASSIFICATIONS IN 1939. 


These classifications were by no means uniform in 
the States, but they were sufficiently similar in their 
grouping to permit the arrangement of the data for 
general comparative purposes. While these classifica- 
tions were generally maintained in most States, there 
were many differences in the States within a major 
business group. Obviously, it is practically impossible 
to obtain a standard classification of the thousands of 
businesses. Furthermore, a few States used more or 
less general classifications and it was impracticable to 
obtain the data in the desirable detailed form. 

In order to establish the relative importance of the 
major business groups with regard to their contribu- 
tions in sales taxes, the tax collections were compiled 
by the groups indicated above. Although data were 
obtained for a number of years for those States that 
have repealed as well as those that have retained a sales 
tax, it was believed little significance could be attached 
to data for States that no longer levy the tax. Conse- 
quently, the contributions by each major business 
group are presented for the fiseal years ending in 1939 
for the present sales tax States. The detailed data by 
States for the various business classifications are given 
in table 7 and are summarized in table 8, which shows 
that in 1939 the largest sales tax contributions were 
made by the general merchandise group with 20.2 per- 
cent of the total. The second largest contribution was 
by the food group with 17.8 percent of the total. This 
group was closely followed by the automotive group 
with 17.4 percent of the total tax payments. The un- 
classified group represents 16.6 percent of the total. 
Payments by the remaining business groups range in 
importance from the lumber and building group with 
7.7 percent down to the farm and garden produce group 
with an insignificant 0.1 percent. The relative im- 
portance of the several groups is also shown in figure 3. 

The total collections by the 22 sales-tax States and the 
two States having motor-vehicle excises in 1939 
amounted to $421,941,000 or $6.71 per capita.’ The 
largest per capita payment was by the general merchan- 
dise group with $1.35. Second largest was the food 
group with $1.20 per capita, closely followed by the 
automotive and unclassified group representing $1.17 
and $1.11, respectively. The remaining groups ranged 
from lumber and building with $0.52 to contractors— 
consumers and farm and garden produce with $0.01 


per capita. 


14 Based on United States Bureau of the Census total for 1940 of 62,875,746. 
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Geographic division ¢ 
State 


East North Central: 





ee 
Illinois. 
Michigan 


Subtotal 


West North Central: 
lowa ; 
Missouri 
North Dakota 
South Dakota 
Kansas___ 


Subtotal 


South Atlantic: 
Maryland 
West Virginia 
North Carolina 


Subtotal. 


East South Central: 
Kentucky 
Alabama. 
Mississippi 


Subtotal 


West South Central: 
Arkansas___ 
Louisiana. - 
Oklahoma 


Subtotal 
Mountain: 
Wyoming 
Colorado 
New Mexico 


Arizona_. 
Utah.._- 


Subtotal 
Pacific: 
Washington 
California 
Subtotal 


Total 





Auto- 
motive 


and Apparel | 


| 

$1,000 | 
6,100} 9: 
6,094 | 13,755 


3,606 | 10,257 


$1,000 
& 





15, 800 | 
845 | 2,373 
1, 285 | 3, 264 
267 591 
176 | 817 
440 | 1, 505 
3,013 | 8, 550 
512 
SOO | 957 
915 | 1,485 


1,415 | 2,904 


951 
253 | 582 
202 975 
455 | 2,508 
” 





! 

57 | 
305 | 1,522 
520 2, 416 
982 | 4,611 
al ms 
Oa 273 
514 1, 358 
75 320 





671 1,818 
16, 892 


18, 710 









~ 73, 500 | 








1 Includes taxed gasoline sales of $150,312; the balance is use tax. 
2 Includes admissions, news, advertising, and natural resources. 
3 Use tax $6,880 and penalties and interest $14,904. 
4 Excise tax on motor vehicles; includes $4,124 collections of delinquent assessments 1935 sales tax. 


5 Tax on liquors. 
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6 Motor-vehicle usage tax; includes $3,732 collections of delinquent assessments 1935 sales tax. 
? Tax on natural resources. 


® License fees. 


® Service tax business, rental, and custom service. 
10 Includes tax on natural resources of $547,710. 

1 Printing and publishing $36,426; other $18,808. 
12 Penalties and interest. 
13 Includes drugs, tobacco, confectionery, meals, and beverages. 
14 Includes books, stationery, musical instruments, and permits. 
15 Does not include $4,000 in delinquent collections in New York, which are included in table 1. 


TABLE 8.—Sales, use, and motor-vehicle excise tax collections in 


Bu 


Apparel 
Automotive 
Contractors-consumer 


isiness class 


s 


Farm and garden produce 


Food 


Furniture and fixtures 


General merchandise. 
Hotels, amusements, | 
Lumber and building 
Manufacturing, jobbir 
Professional and perso 
Public utilities 
Unclassified _ - 

All other_ __- 

Total 


iquor stores 


ig, trading 
nal services 


1939 by major business classifications 

















! Based on data of the United States Bureau of the Census for 1940 showing popu- 
lation in the 22 sales tax States and two motor-vehicle excise States of 62,875,746. 

















* Based on 1940 population, United States Bureau of the Census. 
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TABLE 7.—Sales, use, and motor-vehicle excise tax collections by major business classifications in 1939 
‘ Manu- | ii 
Con- | parm Furni- | General — Iss | Lumber) factur- i 
tractors- warden | Food | ture mer- pi and ing, "aan Publie | Unclas- All Total 
; a | and | ehan- | Wnts | puild- | trad-- | 204 | utilities | sified | other — 
| Sumers I | fixtures dise awor ing ing, P rats 
| | stores : service | 
} | | | jobbing 
| | | } | | 
} } } | 
£1,000 £1,000 | $1,000 | $1,000 | $1,000 | £1,000 $1,000 | $1,000 £1,000 | £1,000 1,000 £1,000 #1000 
|} 5,492] 2,426} 12,969 | 3,014 | 8, 552 | 47, 91 
188 | 18,200] 2,676] 14,302 | 8,817 | 5,088 18, 017 87, 137 
| 15,008 | 1,660) 7,187 | 3,157 | 10,628 51, 50 
188 | 38,700 | 6,762} 34,458} 8,817] 11,259 | 37,197 186, 
— — a ————— = = - ~ = - 
| | | | } 
244 67 3, 420 3, 128 1, 364 | 582 | S4 1,265 | 2,046) 1392 5, 810 
204] 5,782 824} 3,078 } 1,340 | 17 | 2,182] 4,173 | 719 | 22,868 
5 609 39 608 193 | 37 | 11 179 344 22 2, 905 
8 891 72| 1,202 | | 272 | 23 | 15 314 | 421 | 4,21 
24 2, 591 265 2, 030 | 568 324 | 69 1, 004 | gs4 | 9. 804 
244 | 308 | 13, 293 | 1,200 | 10,046 | | 3,737 | 966 | 196 | 4,944 7, 968 1, 133 55, 508 
| | | | | | sod 
| 2,350 | 228 | 2,953 | 21 | 650 | 169 5 262 &, 500) 
| 42 755 | 4,075 629 | | 47 10, GOS 
| 4, 592 | 983 | 7,028 | } 1,150 | 650 1, 116 | 266 20, 104 
| i | } 
| | | | | | | | ‘ai 
| 1,731 | 178 | 1, 961 | 363 | SI 5, 88 
| 1/388 | 130 | 1,609 | 411 | 560 | 436 732 z: 6.51 
| 3,119] 308] 3,570 | 774 | 560 | | 436 | 1, 546 7 13, 352 
gS | | | } 
17 | 1,021 | 27 | = 1,288 | 264 482} 1,003 032 
} 1,440 | 268 | HO) 654 | 1, 530 6, 219 
| 44 | | 2517| 332] 2,793 727 | 630 | 1,176 629 11, 784 
| 61 | | 4,978 | 727 | 4,581 | | 1,645 | | 630} 1,658 | 3, 162 23, ( 
| | en ee | | 
E 415 39 410 120 76 | y 1u4 : 1, 809 
143 50 | = 1, 933 | 223 | 1, 661 | 186 453 | 429 | 591 554 313 9, 231 
134 : 698 | 85 | 1,028 68 220 199 | 229 198 555 3, 813 
| 93 191 | ite 75 | 64 | 175 | 55 3, 569 
ms 817 | 173 | 671 4 229 285 | 63 
370 | 50| 4,054] 520} 3,770] 413 | 1,022} 768 829 | 1,406 | 4,213 927 | 22, 058 
an Oe ee Be pees | Zz | 
| 2, 888 | 631 | 1,942 | 1, 442 | | 2,130 250) | 
3,611 | 5,402 | 19,745 |!9 15,723 | 11, 464 12,822 | 43,812 sy 
| 6,499 6,033 | 21,687 | 15,723 | 12,906 14, 952 4, 06 101, 243 
675 546 | 75,235 | 16,533 | 85,140 | 24,953 | 32,493 | 2,204 2,305) 8,444 | 70,154) 6,464 18 421, 941 
TaBLE 9.—Comparison of total collections from sales taxes and 
automotive sales taxes by geographic divisions in 1939! 
= er 
Amount Percent capita ! a Amount per capita? 
ee sat Wane ae Total | Automo-| o56 auto- |— 
$1,000 | Geographic division sales tive sales = tive 
23, 205 5.5 | $0.37 taxes | taxes {total | Total | Automo- 
73, 500 17.4 1.17 iver} aalee sales 
r 675 on 01 pa eee a Se Tae ae a —— 
‘ 546 on 01 
75, 235 17.8 1. 20 | $1,000 | $1,000 | Re 
: 16, 533 3.9 26 | East North Central - |} 186, 551 33, 370 | 17.9 | $9. 30 $1. 66 
: 85, 140 20. 2 1.35 | West North Central 55, 598 8, 550 15. 4 | 5. 91 ah 
? 24, 953 5.9 40 | South Atlantic 20, 104 2, 904 | 14. 4 | 2. 76 # 
| 32,493 7.7 52 | East South Central 13, 352 2, 508 18.8 1.70 3s 
2, 294 .6 04 West South Central | 23,035 4,611 20.0 3. 46 . 69 
2, 305 .6 .04 | Mountain._- | 22,058 2, 847 12.9 | 7. 46 + 
8, 444 2.0 -13 | Pacific. --- | 101, 243 18, 720 | 8.5] 11.7 «10 
70, 154 16. 6 1.11 |; ———- | ——___ —____ —_ -— ae 
6, 464 1,5 .10 ee 421,941 | 73, 500 | 17.4 | 6.71 M 
421, 941 100. 0 67 | — ——_______—— Be) ae ee 
1 For only the 22 sales-tax States and the 2 States having motor-vehicle e* |ses. 
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Per Capira SALeEs Tax COLLECTIONS BY Masor 
BUSINESS CLASSIFICATIONS IN 1939. 


FIGURE 4. 


The per capita total collections by geographic divi- 
sions varied from $1.70 in the East South Central to 
$11.71 in the Pacifie region. A partial explanation of 
the low per capita figures for the South Atlantic and 
East South Central States is that the Maryland data 
in the former group and the Kentucky data in the 
latter group represent only motor-vehicle excise taxes 
and not general sales taxes (table 9). 

The per capita payments of the automotive group 
totaled $1.17 (fig. 4). The per capita payments varied 
from $0.32 in the East South Central division to $2.16 
in the Pacifie group. 


TAX COLLECTIONS FROM AUTOMOTIVE GROUP LARGE 


In this study the automotive group was more 
thoroughly investigated than the other groups in order 
to determine the exact nature of the taxable transac- 
tions. Data were obtained and compiled by the follow- 
ing businesses within the automotive group: 


New and used cars and dealers. 

Garages and repair shops. 

Accessories, tires, batteries, parts, ete. 

Filling and service stations, parking lots, auto hotels. 
Vehicles for hire, truek and bus lines. 

Other automotive. 

Motor-vehicle excise, original license fees, ete. 
Petroleum and automotive industries, refund gas sales. 


In order to determine the total contributions resulting | 


from new and used car sales, that group and the motor- | 


Vehic!« excises should be combined. The separation of 
these related items was maintained because in all cases 
the excises were special taxes levied on the motor 
Vehic|, whereas the others were general taxes. “Other 


automotive’ ineludes collections from automotive stores | 


and miscellaneous sales not included in other classifica- 
tions. 

It sould be noted that the taxes paid by the petro- 
eum uid automotive industries are not directly paid by 
the motor-vehicle owner or user; however, they are 
eventually paid by the owner, inasmuch as these taxes 
are passed on to the ultimate user. 

efund gas sales represent taxes collected on sales of 
gasolin« on which refunds of the gasoline tax itself are 
Permitted. Presumably the use of such gasoline is for 
honhigh way purposes in which case the sales taxes 
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PERCENTAGE DISTRIBUTION OF AUTOMOTIVE GROUP 
Sates Taxes BY Major CiassEs, 1932-39. 


Figure 5. 


collected should not be credited to the motor user. 
However, because of the close relationship to the auto- 
motive and petroleum industries and because it presents 
a special problem in some States, these tax payments 
have been inciuded. 

Although the business separation of the motor-vehicle 
group was generally maintained, some States failed to 
maintain a satisfactory breakdown and as a result it 
was necessary to resort to estimates. Jn such cases 
these were usually prepared with the assistance of the 
sales tax officials. In other cases, when only a particu- 
lar year’s or several years’ data were not properly 
separated an estimate was prepared based on _ the 
previous or following year’s data. As can be expected, 
the separations were not always maintained in a com- 
parable manner and in a few instances a detailed 
segregation was not attempted in this study. 

From the time of the imposition of the first general 
sales tax in 1932 through 1939, the total contributions in 
State sales taxes by the automotive groups were 
$357,443,000, or 17.2 percent of the total sales tax 
collections. The taxes levied on the motor-vehicle and 
allied businesses have increased from less than $200,000 
in 1932 to an annual total in 1939 of more than 
$73,000,000. The highest contribution in a single year 
was in 1937 when the motor-vehicle group paid 
$75,703,000 in sales taxes, or 18.8 percent of the total 
collections. 

The annual collections from taxes levied on motor- 
vehicle ana allied automotive sales in each State since 
the first tax was initiated in 1932 are shown in table 10. 
It is anticipated that the total taxes of this kind for 
1940 may exceed the previous high figure of 1937, due 
principally to the large sales of automobiles in 1940, an 
item which, as can be seen in table 11 and figure 5, 
accounted for almost two-thirds of the taxes collected 
on automotive sales. 

All sections of the country represented in this study 
show approximately similar percentages of contribu- 
tions of the total sales taxes credited to the automotive 
group. In 1939 the South Atlantic area showed the 
lowest percentage, with 14.4 percent of the total, and 
the West South Central area showed the highest, with 
20 percent of the total (table 9). 
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TABLE 10. 


Geographic division and State 
1932 1933 


Middle Atlantic: £1,000 $1,000 
New York 
New Jersey - - 
Pennsylvania. __-- 2 1, 368 


SE 1, 368 


East North Central: 
Sates 
Se 3 5, 092 
Michigan 


Subtotal = 5, 092 


West North Central: 
ae . 
Missouri . 
North Dakota 
South Dakota 
Kansas_. 


Subtotal 


South Atlantic: 
Maryland_. 
West Virginia. 
North Carolina 


Subtotal 


East South Central: 
Kentucky. 
Alabama. 
Mississippi--- 191 336 


Subtotal F 191 336 


West South Central: 
Arkansas_._- 
Louisiana - - -- 
Oklahoma... 


Subtotal 


Mountain: 
Idaho 
V yoming.-- 
Colorado-___- 
New Mexico 
Arizona ------- 
Utah.....-. 


Subtotal 


Pacific: 
Washington_- 
California. _- 


Subtotal 


Total ; 5 wintind 191 6, 798 


1 Data for three months only—July 1 to September 30, 1935 

? Estimated at 15 percent of total. 

3 Motor-vehicle excise 2 percent rate effective October 1, 1939; previously 1 percent 
4 Includes motor-vehicle usage tax effective May 15, 1936. 


Of the automotive sales taxes, the amount levied on | 
the sales of motor vehicles constituted 64.5 percent of | 
the total, or $230,418,000. This amount was composed 
of $216,619,000 in general taxes imposed on new and 
used car sales and $13,799,000 of special excises levied 
on the motor vehicle (table 11 and fig. 5). 


UPWARD TREND IN AUTOMOTIVE SALES TAX 
COLLECTIONS INDICATED 


Filling and service stations, parking lots, and auto 
hotels were assessed $63,309,000 or 17.7 percent of 
the total, while garages and repair shops paid $22,311,000 
or 6.2 percent of the total. Accessories, tires, batteries, 
and parts produced 5.7 percent of the total or $20,- 
360,000, and the amount attributable to the automotive 
and petroleum industries, including refund gasoline 
sales, was $17,276,000 or 4.8 percent. Vehicles for 
hire and other automotive contributed $968,000 or 0.3 
percent and $2,801,000 or 0.8 percent, respectively 
(table 11). 

In the period of study the automotive portion of the 





Vol. 22, No 


Total sales taxes collected from motor vehicles and allied automotive sales, 1932-39 


laxes for fiscal year ending in 


1934 1935 1936 1937 1938 1989 Total 
#1000 £1,000 £7,000 #7 000 £7,000 £7,000 $7) 008 
4, 330 1, 707 6 
hou 
| 
4,330 1, 707 650 s 
6, 638 10, 225 11, 331 6, 659 9, 358 44, 4 
5, 440 7, 876 10, 982 12, 855 11, 746 13, 755 67, 74 
5. 771 7, 258 10, 136 12, 753 9, S56 10, 257 ae 
11, 211 21, 772 31, 343 36, 939 2s, 261 33, 370 167, OSS 
t 1, 439 2, OOS 2,414 2,477 2, 373 0 
4 737 1, 515 2, 337 > it 3, 204 Os 
wt me 461 AQ] s 
{0S ll Ho7 817 2 
1S 1, 505 
470 2, 176 4,357 5, 722 8,019 8, 550 29, 204 
485 oO! 504 307 512 2, SSY 
S5 506 1, O97 1, 258 1, 077 957 4, GSO 
782 g95 1, 324 1,473 1, 432 1, 435 7, 44 
SOT 1, O86 4, 322 3, 3245 2, 406 2, 4 
1, 036 Oso 1, 209 1, 092 Y5l s 
207 72 582 
4197 549 753 SS3 S28 975 2 
$07 1, 585 1, 433 2.449 2, 392 2, SOS 
M40 584 619 673 2.416 
159 1, OOS 1,031 1, 522 sit 
156 1, 394 1, 443 2, 825 3, 053 2, 416 2, OST 
O56 1, 394 2, 142 4, OT 4, 703 4,611 s 
2a0 429 709 
242 335 321 273 17] 
530 G10 1, 142 1, OSS 1, 358 02s 
91 174 214 298 261 320 s58 
130 194 331 431 418 354 S5S 
303 432 475 512 518 542 2, 784 
524 1, 610 2, 601 2,718 2, 606 2, 847 12, 90S 
1, 744 2, 317 2, 101 1, 818 sal 
6, 962 10, 248 17, 773 17, 726 16, 603 16, 892 , 24 
6, 962 10, 248 19, 517 20, 043 , 18, 704 18, 710 4, 184 
25,817 42.478 65, 365 75, 703 67, 591 73, 500 $45 


sales taxes averaged 17.2 percent of all sales taxes. 
The lowest percentage of the total, 13.9 percent, occurred 
in 1932 and the highest, 18.8 percent, in 1937. Table 
12 and figure 6 indicate that there is apparently an 
upward trend in the motor-vehicle portions, but present 
conditions incident to national defense, including pos- 
sible restrictions on the number of vehicles produced 
as well as increased taxes, make it difficult to forecast 
the future trend of the motor-vehicle portion o! tax 
collections. 

According to preliminary estimates by the Bureat 
of Foreign and Domestic Commerce, retail sales were 
8 percent more in 1940 than in 1939. Certain com- 
modity sales showed a considerable increase over the 
previous year, the most significant of which were sales 
in the automotive group, up 25 percent over 195°). 

It has been noted earlier that 35.9 percent the 
$23,053,800 collections from use or compensating (axes 
from 1936 through 1939 was derived from auton otve 
sales. By far the larger portion of the auto! otive 


total of $8,276,300 was directly attributable the 




















z 














September 1941 PUBLIC ROADS 


TABLE 11.— Total collections from sales taxes levied on motor vehicles and allied automotive sales, 1932-89 





. Filling- Vehicles Motor- Petroleum 
} New-used | Garages, Accessories,) service sta- for hire Other au- vehicle ex- | and automo- 
Geographic division and State vehicles, repair tires, bat- | tions, park- truck and tomotive | cise: original | tive indus- Total 
dealers shops teries, parts ing lots, hus lines : license fees, | tries, refund 
auto hotels ete. gas sales 
Middle Atlantic £1,000 $1,000 £1,000 $1,000 #1,000 #1,000 £1,000 #1,000 $1,000 
New York 4, 335 1, 493 1 209 6, 037 
New Jersey 411 44 81 111 3 2 650 
Pennsylvania 1, 026 342 1, 368 
Subtotal 5, 772 44 1, 574 111 345 209 8, 055 
East North Central 
Ohio 31, 220 3, 291 » 203 6, 862 635 ‘ 44, 211 
Illinois 24, 142 8, 112 2, 537 22, 060 1, 132 9, 763 67, 746 
Michigan 32, 368 3, 238 3, 151 17, 274 56, 031 
Subtotal 87, 730 14, 641 7, 891 46, 196 1, 767 9, 763 167, 988 
West North Central 
Iowa 5, 394 1, 400 921 2,314 22 79 3 587 10, 717 
Missouri 6, 041 42 544 1, 992 238 6 10, 881 
North Dakota 576 471 212 621 & s 42 ; 1, 938 
South Dakota 661 151 95 664 4 699 3129 | 2, 403 
Kansas 1,991 286 307 691 80) .| 3, 355 
Subtotal 14, 663 2, 308 4,079 6, 282 268 237 741 716 29, 294 
South Atlantic 
Maryland 233 2, 228 5 428 2, 889 
West Virginia 453 399 144 725 264 2, 995 4, 980 
North Carolina 4, 461 167 720 1, 975 118 7, 441 
Subtotal 4,914 566 1, 097 2, 700 264 118 5, 223 428 15, 310 
East South Central 
Kentucky 37 1, 215 Q7 222 6 5 3, 476 
Alabama 412 7&8 121 
Mississippi 1, 335 7AS 200 2, 468 67 15 139 
Subtotal 1, 784 2, 003 08 2, 690 73 141 3, 476 139 11, 391 
West South Central 
Arkansas 1, 431 177 203 604 ] 2,416 
Louisiana 1, 687 764 6 1,359 3,810 
Oklahoma 1, 952 282 840 1, 835 209 89 4, 359 2, 521 12, O87 
Subtotal 5, 070 459 1, 807 2, 439 210 R89 4, 359 3, 880 18, 313 
Mountain ; 
Idaho 583 35 2s 33 30 709 
W yoming 358 570 39 177 27 ‘ 1,171 
Colorado 2 771 1, 216 386 627 3 25 5, 028 
New Mexico 283 469 124 310 150 22 1, 358 
Arizona 1, 135 723 ; : 1, 858 
Utah 2, 338 149 267 30 : 2, 784 
Subtotal 7, 468 2, 200 1,449 1,414 153 104 30 12, 908 
Pacific : 
Washington 5, 125 1, 378 1, 477 : : 7, 980 
California 84, 093 32,111 86, 204 
ibtotal 89, 218 1,378 1, 477 2, 111 94, 184 
rotal 216, 619 22, 311 20, 360 63, 309 968 2, 801 13, 799 17, 276 357, 443 


ax on lubricating oil. 
data for 3 months only; July 1 to September 30, 1935. 
ix on refund gas sales. 
udes garages and repair shops. 
* on gasoline, $402,000; on lubricating oil, $26,000 
I ides tax on gasoline of $759,900; on oil, $40,500; oil-field equipment, $248,500; and miscellaneous, $180,000 


Taste 12.—Tazes collected on automotive group sales, 1932-39 | nesses. In the 4-year period during which such taxes 
| have been in effect, the $8,276,300 automotive portion 
Year ‘nadia Per Percentaze | represents 2.9 percent of the total of $282,159,000 col- 


vehicle * | of total taxes | lected for all sales taxes on the automotive group dur- 





1932 000 $1.26 3.9 | Ing that same period. 
1983 "000 2.00 14.1 | 
1934 "000 2. 53 15.4 | op ag oon , om : 
1935 78° 000 2 09 ing | LABLE 13.—Automotive portion of collections from use or compen- 
— 5, 365, 000 4.43 18.2 sating taxes, 1936-39 
nee 703, 000 5.15 18.8 
a "000 4. 40 16.8 
avOU , 000 4.59 17.4 Tax collections 
1 357, 443, 000. - 17.2 Type of business i 
| Amount Percent 
a. 1 private and commercial vehicle registration for the sales tax States | 5 —_ 
Ad udir ‘rs, trucks, busses, motorcycles, and trailers. From Public Roads | Vehicles and dealers $7, 026, 600 84.9 
Admini mn tables MV-1. | Petroleum and automotive industries 968, 300 bE f 
All other 281, 400 3.4 
| sede seat : tee 
Total 8, 276, 300 100.0 
" ) ’ a r > + Lf al - ~! ~ . 
sales of motor vehicles. Tax collections on such sales | 


amoun d to $7,026,600 or 84.9 percent of the automo- 
tive portion during that period. Table 13 shows the 


Although it was possible to segregate the motor- 
automotive portion of the use taxes by principal busi- 


vehicle portions of the sales tax payments in many 
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1932 1933 1934 1935 1936 1937 1938 1939 
YEAR 
COLLECTIONS PER VEHICLE FROM THE AUTOMOTIVE 
Group SAues TaxEs, 1932-39. 


FicureE 6. 


States, the records in other States were such as to 
prevent a clear separation of the items desired. Con- 
sequently, the sales tax payments often do not include 
the contributions by certain related groups, or else 
include only a part of the payments by these groups. 

The sales tax receipts generally excluded from the 
automotive classification are: 

1. Payments for motor-carrier and general trucking 
operations, usually classed with the public utility or 
transportation groups and not readily separable. 

2. The portion of department-store sales taxes 
attributable to the sales of tires and tubes, parts, bat- 
teries, accessories, etc. This is particularly true in the 
case of chain stores and mail order houses. This item 
undoubtedly is considerable and it has been variously 
estimated to approximate from 10 to 20 percent of the 
total sales of such concerns. 

3. Sales taxes collected by tourist camps, auto hotels 
and courts, outdoor advertising concerns and others that 
cater primarily to the motor user. 
these items are included with other groups and no 
attempt was made to obtain their contributions. 

4. Sales taxes collected by joint businesses such as 
combination units of store and filling station, lunch 
room and service station, etc. These are usually classed 
according to major business and are in other than the 
automotive groups. No estimate of the portion 
attributable to the motor vehicle was possible. 

5. Other related payments such as those by road 
contractors for materials and supplies used in construc- 
tion work, and oil well supply and equipment purchases 
by the oil industry upon which sales taxes were paid. 
These sales tax items were usually included in the 
contractor—consumer or in the unclassified group. 

There are undoubtedly other items that might be 
attributed to the highway users or allied businesses or 
industries, but those mentioned above are sufficient to 
indicate that the amounts shown in this study as paid 


In many instances | 
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by the automotive group represent a conservative 
estimate of the total contributions of the highway- 
users’ group to sales taxes on automotive goods and 
services. 

It was not possible, of course, to select those business 
classifications that include only automotive goods and 
services. In some States, the motor-vehicle classifica- 
tion included bicyele and aircraft dealers, wagon manu 
facturers, and farm tractor sales. However, thos 
States using such classifications estimated a relatively 
insignificant amount creditable to these businesses 
Just as there are joint business enterprises such as filling 
station and grocery store which were not included, ther 
are undoubtedly similar businesses whose tax payments 
rightly should be credited to other than the automotive 
group. Such payments are probably more than offset 
by those of similar character creditable to the auto- 
motive group. 


AUTOMOTIVE SALES TAXES 12.7 PERCENT AS CREAT AS HIGHWAY- 
USER TAXES IN 1939 


The yield from State highway-user taxes in 1938 for 
the United States was $1,174,887,000 or $38.30) per 
vehicle. For the same period the sales taxes paid by the 
automotive group were $67,591,000 or $2.20 per vehicle 
(table 14). In 1939 highway-user taxes increased to 
$1,249,356,000 or $39.13 per vehicle and automotive 
sales taxes rose to $73,500,000 or $2.30 per vehicle. 

A more significant comparison is obtained when data 
are presented for sales tax States only. The collections 
for highway-user taxes and automotive sales taxes in 
1938 were $541,528,000 or $35.22 per vehicle, and $67,- 
591,000 or $4.40 per vehicle, respectively (table 15). 
Corresponding figures for 1939 (table 16) show motor- 
user taxes of $578,659,000 or $36.16 per vehicle and 
automotive sales taxes totaling $73,500,000 or $4.59 
per vehicle. Thus, the yield from automotive sales 
taxes was 12.5 percent and 12.7 percent, respectively, 
as great as the highway-user taxes for 1938 and 1939. 

The per-vehicle sales tax payments in 1938 ranged 
from a low of $2.30 in the South Atlantic group to $5.88 
in the Pacific States. Illinois reported the highest per- 
vehicle collection with $6.49. In 1939 the per-vehicle 
automotive sales tax payments were again lowest in 
the South Atlantic division with $2.16 per vehicle, and 
the highest were in the East North Central States with 
$6.02. The highest per-vehicle collection was in Illi- 
nois with $7.31 (table 14). It should be noted that 
these per-vehicle figures are averages for all registered 
vehicles. Actually, a significant number of vehicle 
owners pay much higher amounts than these, in taxes 
incurred particularly in the purchase of vehicles. In 
such cases the tax on this item alene, exclusive of other 
automotive sales taxes paid, will amount to at least 
four or five times as much as the per-vehicle figures 
cited above. 

Although this study was particularly designed to 
include the sales taxes levied by the various States, the 
Federal excises imposed on motor vehicles, parts an 
accessories, tires and tubes, oil, and gasoline, are also 
of interest for comparative purposes because such 
excises have far exceeded in amount those levied by the 
States. These excises are, in effect, identical to the 
sales taxes levied by the States. Even thoug!: the 
Federal excises are generally levied on manufactire oF 
production, it is recognized that these taxes are -vell- 
tually paid by the motor-vehicle owner. 

The total amounts collected by these excises have 
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TABLE 14.—Comparison of highway-user tax and sales tax revenue in States levying sales taxes in 1938 and 1939 








laxes collected in 1938 Taxes collected in 1939 
Geographic division and State Highway-user taxes Automotive sales taxes Highway-user taxes Automotive sales taxes 
! 
Amount Per vehicle Amount Per vehicle Amount Per vehicle Amount Per vehicle 
East North Central $1,000 $1,000 #1! 000 
Ohio 73, 655 $37. 11 6, 609 $5. 56 79, 613 $39. 22 $4. 61 
Illinois 58, 479 32. 31 11, 746 6.49 63, 752 33. 89 7.31 
Michigan 4s, Wb 31.49 Y, S5¢ 6.34 », 37 32. 11 6. 29 
Subtotal 181, 100 33.8 28, 261 28 195, 743 35. 32 33, 370 6. 02 
West North Central 
lowa 25, 568 40. 80 2,477 2. 98 27, 21 1.37 2,373 2.74 
Missouri 21, 567 24.72 2, 564 2. 94 23, 254 25. 45 3, 264 3. 57 
North Dakota 3, 83 21. 86 461 ». 63 4,372 24. 59 591 3. 32 
South Dakota 6, 243 31.19 6t 53 6, 191 29. 24 817 3. 86 
Kansas 15, 158 26, 05 1, 850 3. 18 15, 855 27. 26 1, 505 2. 58 
Subtotal 72, 370 27. 21 8,019 02 76, 88 27.94 8, 550 3.11 
South Atlantic 
Maryland 14, 60 iH. 43 397 0. 99 15, 532 36. O1 512 1.19 
West Virginia 14, 449 51. 61 1,077 BE 15, 852 54. 52 957 3. 29 
North Carolina 31, 772 54. 66 1, 432 2.46 34, ON4 54. 96 1, 435 2. 31 
Subtotal 60, S2Y 48.19 2, WO «. AU 168 48.78 2, 904 2.16 
East South Central 
Kentucky 16, 505 10. 06 1, 092 2 63 17, 990 41.04 951 2.17 
Alabama 1s, 004 59. 00 72 154 19. 675 59. 43 5R2 1.76 
Mississippi 14,311 65. 86 S28 5. 81 13, 992 56. 27 975 3.92 
Subtotal 44, 000 2.17 2, 392 2.55 51, 657 50.74 2, 508 2. 46 
West South Central 
Arkansas 13, 0O1 5. 26 619 2. 68 13, 885 54. 95 673 2. 66 
Louisiana 21, 530 62. 99 1, 031 3. O2 22, 865 64. 40 1, 522 4.29 
Oklahoma 21,153 56, Y2 3, 053 5. 33 22. 043 38. 53 2, 416 4.22 
Subtotal 55, 684 iS. 60 41, 703 4.10 58, 793 49. 83 4,611 3.91 
Mountain 
W voming 3, 299 46.16 $21 §. 52 3, 450 36. 71 273 
Colorado 10, 608 31.61 1, OSS 3. 24 11, 358 32. 79 1, 358 
New Mexico 5, 910 49. 47 261 2.18 6, 422 51. 97 320 
Arizona 5, 485 40. 99 418 3. 12 5, 767 42. 27 354 
Utah 4,584 45.81 518 4.05 4, 864 36. 32 542 
Subtotal 29, SSI $6. OS 2, 606 3. 2 861 38.19 2, 847 3. 41 
Pacific 
Washington 18, 8S2 $4.76 2, 101 s. 87 20, 761 37.15 1,818 3. 25 
California 73, 782 27. 69 16, 603 6.2 77, 489 27. 92 16, 892 6.09 
subtotal 92, 664 28. 88 18, 704 5. 8 98, 250 29. 47 18, 710 5. 61 
rotal 541, 528 35, 22 67, 591 4. 40 578, 659 36. 16 73, 500 4.59 
United States total 1, 174, S87 38. 30 67, 591 2. 20 1, 249, 356 39. 13 73, 500 2.30 
Does not include “Special titling taxes” reported in tables MV-2, 1938 and 1939, Public Roads Administration. These taxes are included here with automotive 
ile es 


laste 15.--Comparison of total collections from highway-user 
laces and automotive sales taxes by geographic divisions in 1938! 


Automotive sales taxes Amount per vehicle 


Highway- 


hie division 
user taxes 


Percentage Highway 





Sales 
Amount of highway- user 
. taxes 
user taxes taxes 
. #/,000 #/,000 
East N 1 Central ISI, 100 28, 261 15.6 $33. 85 $5, 28 
West Norih Central 72, 370 11.1 27.21 3,02 
South | tic 60, 829 1.8 is. 19 2. 30 
East Ss Central 49, 000 41.9 52.17 2.90 
West + Central 55, 684 4 18. 60 410 
Mout t 20, 881 a9 36, 9S 3. 23 
Pacific 92, 664 20, 2 28.88 5.83 
| 41,528 | 67,591 12.5 35, 22 1. 40 
“ 2 sales tax States and the 2 motor-vehicle excise States 
or 


e and commercial vehicles only 


ereased steadily from $84,294,000 in the calendar year 
1932, \when the portion paid by highway users is 
estimat: d to have been $75,320,000 to the 1937 total of 
$359,945 000, when the highway users’ portion was 


estimated d to have been $3: 24. 494,000. Business condi- 
tions wi 


TABLE 
tares a 


Geogr: 


16.—Comparison of total collections from highway-user 
nd automotive sales taxes by geographic divisions in 1939! 


Automotive sales Amount per 
taxes vehicle ? 
Highway- ; — saxiieshiniaeia 


aphic division user taxes 


Percentage Highway- 





: S $ 

Amount of highway-| user — 

user taxes taxes a 

£7, 000 #/, 000 
East North Central 195, 743 33, 370 17.0 $6. 02 
West North Central 76, 887 8, 550 11.1 ‘ 3.11 
South Atlantic 65, 468 2, 904 4.4 48. 78 2.16 
East South Central 51, 657 2, 508 4.9 50.7 2. 46 
West South Central 58, 793 4,611 7.8 49. 83 | 3.91 
Mountain 31, 861 2, 847 8.9 38.19 3, 41 
Pacific 98, 250 18, 710 19.0 29. 47 | 5.61 
Total 578, 659 73, 500 12.7 36. 16 | 4. 59 
For the 22 sales tax States and the 2 motor-vehicle excise States. 


? For private and commercial vehicles only 


revenue decreased to $266,130,000 but rose 7 in 


1939 to 


$322,221,000. Total collections of $453,872,000 


in 1940 exceeded those for any previous year, and were 


greater 


than those of the previous 1937 peak by more 


than 26 percent. It is estimated that the highway- 


e such that the highway portion of the 1938 | users portion of these 1940 collections amounted to 
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TABLE 17.—Total collections from Federal excise taxes relating to motor vehicles and estimated highway users’ share, 1932-40 


Collections from taxes on 


Total collections 





Gasoline Lubricating oil Motor vehicles and parts 
Calendar year 
Highway Highway Tires Automobiles Parts and Highway 
Total users’ Total users’ and and lrucks and Total users’ 
share 2 share 3 tubes motorcycles accessories share 4 
(1) (2) (3) (4) (5 (6) 7 (Ss (9) (10 ll 
#1, 000 #1, 000 £1,000 #1, 000 #1, 000 £1, 000 $1, 000 #1, 000 $1, O0# 
1932 5 62, 840 56, 870 7, 068 4, 064 7, 545 4, 221 720 1,900 | 7 
1933 181, 126 163, 919 22, 290 | 12, 817 23, 836 22, 476 3, O47 4, 443 230) 
1934 170, 109 153, 949 24, S44 14, 658 24, 704 31, 534 5, 261 5, S86 235, 9 
1935 172, 263 155, 898 | 28, 819 17, 003 28, 102 42, 263 6, 674 7, 019 256, 959 
1936 186, 542 168, 821 28, O85 16, 522 38, 242 56, 475 8, 045 8, 748 06, 8 
1937 203, 025 183, 738 | 33, 681 17, 514 40, 088 64, 722 8, 812 9, 620 324, 494 
1938 200, 881 181, 797 30, 495 15, 858 26, 772 29, 405 5, 230 7, 068 266, 1 
193% 215, 217 198, 410 29, 837 15, 515 41, 131 51, 063 7, 145 8, 957 322, 2 
1940 281, 654 259, 657 34, 420 17, 898 45, U91 71, 275 9, 285 12, 147 415 
Total-___- 1, 673, 657 1, 523, 059 240, 439 131, 849 275, 511 373, 434 54, 219 65,788 2, 683, 04S 2, 423, 8 
1 Data supplied by U. S. Bureau of Internal Revenue. ' ™= 2? Highway users’ share estimated by Public Roads Administracion 


3 Based on material in Automobile Facts and Figures, 1941, published bythe Automobile Manufacturers Association 


4Sum of columns 3, 5, 6, 7, 8, and 9. 
5 Federal excises effective June 21, 1932. 


approximately $415,353,000 or more than the total | 
collections for any previous year. A summary of the 
annual collections since 1932 is shown in table 17. 

With recent increases in the taxation of these motor- 
vehicle items to help finance the National Defense 
program, it is probable that, for the present fiscal year, | 
the proceeds from Federal excises may exceed one-half | 
billion dollars, resulting in part from the increased rates 
and in part from improved economic conditions. <A 
comparison of the old schedule of rates and the new 
schedule applying to each commodity is shown in 
table 18. 


TABLE 18.—Comparison of Federal excise rates in effect before and 
after July 1, 1940 


Rates in effect 


Item ere - — 
Before July 1, 1940 After July 1, 1940 
Tires__. 244 cents per pound ., 244 cents per pound 
Tubes. ... 4 cents per pound 446 cents per pound 
Trucks__- 2 percent _- 246 percent 


3 percent 
2 percent 
1 cent per gallon 
4 cents per gallon 


346 percent. 
246 percent. 
146 cents per gallon 
446 cents per gallon 


Automobiles and motorcycles 
Parts and accessories -- --- ‘ 
Ee 
Lubricating oil_------ 


The data obtained from this analysis indicate that 
the total tax contributions by highway users cannot 
be measured alone by the direct highway-user taxes 
such as the gasoline taxes and registration fees. In 
the 8-year period from 1932 through 1939 the collec- 
tions from State taxes on automotive sales amounted 
to more than 357 million dollars or 3.4 percent of the 
total of all State and Federal highway, motor-vehicle 
excise, and general sales taxes on automotive goods 
and services (table 19). In all States levying sales 
taxes, the revenue obtained from the taxes are generally 
used for other than highway purposes. Only the pro- 
ceeds of the West Virginia certificate of title excise 
and the North Dakota highway privilege tax are used 
for highway purposes. These revenues constitute con- 
siderably less than 1 percent of the total sales tax 
collections from the automotive group. 

In none of the remaining States is any of the sales 
tax revenue used for highway purposes. Increasing 
attention has been directed in recent years to the prob- 


highway purposes. Since there has also been an an- 
nually increasing levy on the highway user in connection 
with his purchase of automotive goods, it is evident 
that he is increasingly contributing to other govern- 
mental functions not only by that portion of his highway- 
user taxes which are not expended for highway purposes 
but also by those State sales taxes paid in connection 
with the purchase of automotive goods. A summation 
of these items is given in table 20 and illustrated in 
figure 7 which shows that from 1932 through 1939 the 
total of these taxes used for other than highway pur- 
poses amounted to $1,458,194,000, of which 24.3 per- 
cent resulted from sales taxes on automotive goods. 
In this figure the small amount of State automotive sales 
taxes used for highway purposes ($3,037,000) is in- 
cluded with the State highway-user taxes used for 
highway purposes. 


TABLE 19.— Tax contributions by motor-vehicle owners, 1932-39 


Annual collections from 


Year 


oe State State 
et mo highway- automotive Potal 
nai user taxes? sales taxes 
£1,000 £1,000 #1,000 $1,000 
1932 3 75, 320 838, 412 lvl 413, 923 
1933 230, 538 829, 719 6, 798 1, 058, 055 
1934 235, 992 883, 709 25, 817 1, 145, 608 
1935 256, 959 950, 971 42, 478 1, 250, 408 
1936 296, 853 1, 066, 341 65, 365 1, 428, 559 
1937 324, 494 1, 176, 964 75, 703 1, 577, 161 
1938 266, 130 1, 174, 887 67, 591 1, 508, 608 
1939 322, 221 1, 249, 356 73, 500 1, 645, 0 
Total + 2,008, 507 8, 61, 449 357, 443 10, 527, 399 
Percent. __. 19.1; 772.5 3.4 100. 0 


! From table 17. 
? Public Roads Administration tables MV-2, G-1, and MC-1. 
3 Federal excises effective June 21, 1932. 


The highway user is evidently contributing anmually 
to the support of governmental functions other than 
highways to a greater extent than is ordinarily rea |ized. 
In the past the amount of such contributions |is 1- 
creased rather than decreased. From 1932 through 


1939 the diversion of State highway-user taxes to other 
than highway purposes has increased from 9.2 p:rcent 
to 14.5 percent of the total State highway-user (axes. 
Increased collections from State sales taxes in the period 





lem of the use of highway-user taxes for other than 


studied have also resulted in a larger amount ©! suc 
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TaBLE 20.—WSales taxes collected on automotive goods and highway- 


that 


user taxes were used for other than highway purposes, 
1 93 2. 39 
State State highway 
Year automotive user taxes not Tota 
sales taxes used for high- 
: ‘ ways 
$1,000 $1,000 $1 000 
1932 191 76, 747 76, W3S 
1933 6, 798 91, 577 9S, 375 
1934 25, 817 122, 150 147, Y67 
1935 42, 301 147, 143 180, 444 
1936 64, 636 169, 344 233, YSO 
1937 74, 859 161,413 236, 272 
1938 66, 804 155, 942 222, S3¢ 
1939 72, 910 2179, 472 252, 382 
lotal 354, 406 1, 103, 788 1, 458, 194 
i The “highway privilege tax”’ of North Dakota totaling $42,000, and West Virginia 


certificate of title excise amounting to $2,995,000 are not included 
Tables DF, Public Roads Administration, adjusted for motor-vehicle excises in 
South Dakota, Maryland, and Kentucky. 


taxes on the highway user being diverted to govern- 
mental functions other than highways. 


SUMMARY 


In addition to the millions of dollars paid annually 
by motor-vehicle owners in the form of direct highw ay- 
user taxes, these same motor-vehicle owners paid more 
than 350 million dollars during the period 1932-39 in 
general sales and use taxes and motor-vehicle excises 
occasioned directly by their ownership and operation 
of motor vehicles. 

Collections from sales taxes on automotive goods 
were exceeded in 1939 only by collections from taxes 
on food and general merchandise. Since many States 
have come to rely so greatly on sales tax collections, 
attention should be given to the extent to which these 
sales taxes constitute an additional tax burden on a 
specific group of the population. 

The revenue obtained by the State governments 
from such sales taxes are almost entirely used for non- 
highway purposes. The highway user, therefore, is 
contributing to the support of general government not 
only through the ordinary taxes which he pays such as 
property and income taxes, but also through taxes 
which result directly from his operation of a motor 


vehicle. Such contributions are derived from those 
portions of the direct highway-user taxes, such as 
motor-yehicle fees and motor-fuel taxes, which are used 
for other than highway purposes and from those por- 


tions of the sales taxes, substantially all of which go to 
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the support of general government, which result from 
motor-vehicle operation. 

Any taxation program that affects the motor-vehicle 
operator primarily or solely because of his operation of a 
motor vehicle must be carefully analyzed with reference 
to the motor-vehicle operator’s ability or willingness to 
pay. While there is no —o ation that the present tax 
schedules have reached a point where increased rates 
will reduce motor-vehicle use and possibly reduce the 
total revenues, this possibility must always be con- 
sidered. 

It is evident that an analysis of the effect of any tax 
schedule or governmental policy on the motor-vehicle 
owner must give full consideration to all taxes to which 
the motor-vehicle owner is already subject. Similarly, 
the effect of any changes in tax rates must be carefully 
watched in order to determine the motor-vebicle owner's 
willingness and ability to pay at increased rates and the 
effect which his reaction may be expected to have on 
total governmental revenues. 

The data obtained in this study indicate the relative 
importance of sales taxes in the governmental economy 
of almost half of the States, and the portion of these 
sales taxes that constitute additional levies on the high- 
way user as an immediate result of his ownership and 
use of a motor vehicle. 

Present trends indicate the possibility of the in- 
creased use of and dependence on the sales tax as a 
source of revenue. Sales tax officials anticipate the 
possible decrease in the importance of the property tax 
as a revenue source and the substitution therefor of 
such taxes as the sales tax. This possibility further 
emphasizes the need for careful examination of the tax 
structure as it affects the highway user. 
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